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Min ter of Transport 


io ursble David Collenette, PC. M.P. 
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429 trains weekly, serving more 


The Year 


at a glance 


The key financial indicators and operating statistics summarize the performance of the 
corporation for the year. 


KEY FINANCIAL INDICATORS 1997 1996 1995 1994 1993 
(millions of dollars) 
Cash operating expenses* 386. 5. 389.8 or es 5 485.1 
Total operating revenue 1905 184.5 175.0 176.4 164.2 
Government funding for: oo: 
Operating expenses 196. 0 205.3 2223 2621 320.9 
Capital expenditures 16. 4 207 396 2575 11.8 
Reorganization charges un 19.2 Saks) 30.8 153 
Total government funding 2287 2452 2954 4 me 318. re 348.0 
KEY OPERATING STATISTICS 
Revenue/Cash operating oe CS 
expenses ratio (%)* 49.3 47.3 44.0 40.2 33.8 
Passengers (000’s) ET 3606 3597. 3586 3570 
Passenger miles (000,000) | 884 892 859 834 820 
Government operating funding os 
per passenger mile (cents) 24.0 2522 29.8 Shi 41.0 
Train miles operated (000’s) ne 6, 482 6,472 6,219 6,524 6,515 
Car miles operated (000 ’) Ps AL, 242 40,491 37,100 20,02! 35,861 
Average passenger load factor (%) | : 58 39 61 60 59 
Average number of passenger —_ 
miles per train 136 138 138 128 126 
On-time : performance (‘ (%) i 84 84 86 87 90 
Number of employees. at year ¢ end 2,969 3,000 3,178 35/18 4,151 


nas 


*Cash operating expenses exclude amortization of properties and reorganization charges. 
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(from left) Terry W. Ivany, 


President and Chief Exe 


Marc LeFrançois, Chairman of the Board 


VIA finished 1996 with a new spirit of vitality and 
growth, and a commitment to explore the fresh thinking 
that will take passenger rail in Canada into the next century. 
In 1997, we delivered on that commitment. The spirit of 
growth continued to flourish, with the largest increase in 
ridership in years, and an improved bottom line for the 
fifth year running. More importantly, we have set the stage 
for managing and growing passenger rail in new, innovative 
ways for the benefit of all Canadians. 


In fact, VIA is now at a pivotal point in its history. 
Some years ago, VIA faced the daunting challenge of meet- 
ing sharply reduced funding targets. We decided to meet 
this challenge without cutting services. We set out to eli- 
minate unnecessary costs. We worked to improve quality 
and performance throughout our network. We adopted a 
single-minded determination to give customers a valuable, 
relevant, and rewarding passenger service that not only 
meets but exceeds their expectations. 


In 1997, we once again met our goals. We have suc- 
cessfully transformed VIA Rail into a low-cost, high-quality 
passenger service. Now, the challenge is to go further - to 
take VIA Rail into the next century as a passenger service 
moving toward self-sufficiency. 


This is no longer an impossible dream, but a real 
opportunity. As we look to the future, it is clear that 
passenger rail has an important place in a national trans- 
portation network that is both fiscally and environmentally 
sustainable. Recognizing VIA’s success, and potential, the 
Government of Canada has called on us to map out a 
vision for passenger rail and its place in the transportation 


network of the 21st century. 


The initiatives we launched in 1997 point the way 
forward. They reflect the professionalism and dedication of 
every one of my colleagues at VIA Rail. 


That professionalism and dedication was evident in 
the response of the train crew following a tragic accident 
near Biggar, Saskatchewan in September. Many individuals 
put their own safety on the line to help injured passengers. 
Every VIA employee was deeply saddened by the tragedy 
and is committed to preventing any such accident in 
the future. 


VIAs Board of Directors and our shareholder, 
the Government of Canada, provided invaluable support 
and encouragement throughout 1997. That support will 
continue to be critical as VIA looks to the future with a 
bold determination to do business differently. 

The results we have achieved in 1997 prove the value 
of this approach. They demonstrate, in practical terms, 
VIA’s accomplishments and potential as a redefined service, 
empowered to provide Canadians with modern, efficient 
passenger transportation. 


Marc LeFrancois 
Chairman of the Board 
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President’s 
Message 


In 1997, VIA Rail pursued a clear, tightly focused 
business strategy: maximize cost-efficiencies, add value for 
customers and seize every opportunity for growth. We have 
followed this private sector approach to managing public 
enterprise at every level of the organization — striving to 
provide the best passenger service in Canada. 


We achieved the largest increase in ridership in years. 
We lowered operating costs another $3 million, and in- 
creased passenger revenue by $11 million. We reduced our 
operating funding to $196 million — a 41 per cent improv- 
ement over 1992, and the first time in history VIA has 
operated the national passenger service below the $200 
million threshold. 


Results like these — achieved consistently, year after 
year — answer one question about VIA’s future. When 
managed effectively, passenger rail can survive and thrive 
as a vital component of Canada’s transportation mix. It 
has a critical role to play in meeting the needs of the 
marketplace. 

The urgent question now is not whether VIA can 
continue to grow, but how we will grow, given the challen- 
ges and opportunities before us. Sustainable growth will 
require significant changes in the way passenger rail services 
are funded and delivered in Canada. 

The status quo is not acceptable, because it is not 
sustainable. If we do not invest in VIA’s future, passenger 
rail will wither slowly in a cycle where capital and mainte- 
nance costs creep up on aging equipment and infrastruc- 
ture. We will be unable to finance new equipment, attract 


new customers, or respond to changing market conditions. 


We can not generate the funds needed to invest in our 
future by simply reducing costs. While there is always room 
for improvement in managing expenses, there will be few 
opportunities for major cost-saving initiatives in the near 
future. VIA is now a very efficient organization, totally 
focused on providing the best possible service and value 
to our customers. We know that we can not shrink our 
way to success in the future, and we have no intention of 


reducing either the level or quality of our service. 
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If lowering costs is not the answer, we must look 
to growth as the only viable option. There are significant 
opportunities for growth. The growing number of people 
taking the train attests to the demand for an efficient, 
reliable passenger service, and VIA’s ability to meet that 
demand. As Canada looks to its future transportation 
needs — and the comparatively high costs of improvements 
in highway and air infrastructure — it is clear that passenger 
rail can play a vital role in the years ahead. 


But VIA can not fulfill that role, or take advantage 
of the opportunities for growth, unless we — as a country — 
are ready and able to pursue new and innovative ways of 
delivering passenger rail services. To grow, there must be 
some major changes: a clear mandate for VIA Rail, an ap- 
propriate legal and corporate environment, fair access to 
the rail infrastructure, and access to private sector invest- 
ment for new equipment. 


We are at a critical watershed in VIA’s history. 
Government and industry experts recognize this. Through- 
out 1998, there undoubtedly will be significant public : 


debate on the future of passenger rail, and the form this 
future will take. We need to explore new options and a 


new vision for the future. 


VIA Rail welcomes and encourages this debate. We 
will contribute to the discussion with our own road map for 
future growth and greater self-sufficiency.We envisage a 
passenger rail service that is still proudly in the hands of 
Canadians, still stretching from coast to coast. We envisage 
a service that offers better products, with new equipment, 
new and upgraded stations, more frequencies and express 
services — all at no additional cost to the taxpayer. 


The initiatives we launched in 1997 hint at the kind 
of innovative thinking that will be required. We added new 
trains serving Kingston and Ottawa. We introduced new 
intermodal services in Cobourg and Brockville. We launched 
a ground-breaking reservation system on the Internet. 

We established new partnerships with companies such as 
Second Cup, Amtrak, hotel chains and car rental agencies, 


Chambers of Commerce and business groups across Canada. 


These kinds of initiatives are just a taste of what is to 
come. To continue to grow, we need the mandate to 
pursue these initiatives and the powers necessary to fulfill 
that mandate effectively. 


We are ready and able to respond to any scenario for 
the future — as long as that scenario includes continued, 
superior service to our national network, and the growth 
of passenger rail. 


In 1997, we completed the foundations for that 


that growth in the future. We are ready to continue forging 
ahead — as an innovative, cost-effective, customer-focused 
organization, committed to providing the best passenger 
service in Canada. 


PUTT A? . / J os D. ALAN ADE Anta ) + A Pare : : rces: 
Members of VIA’s executive team, (from left to right): Paul Côté, Vice-President, Public Affairs and Human Resource 


‘1 », and Treasurer; argi ‘ice-President, Equipment Maintenance; 
Roger Paquette, Vice-President, Planning and Finance, and Treasurer; John Marginson, Vice President, Equipment Mainte 


hri < jj ‘ket ‘ormation Services; Michael G », Vice-President, Customer Services; 
Christena Keon Sirsly, Vice-President, Marketing and Information Services; Michael Gushue, Vice-President, Custome 
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and Richard McConnell, Vice-President, Education and Organizational I nhancement. i 


OUR VISION 
To be the best passenger 
transportation company 


in Canada. 


OUR MISSION 
High-quality, low-cost 


passenger rail service. 


OUR GOALS 
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In 1992, VIA began laying the foundations for a 
renewed, revitalized passenger rail service in Canada. 
Faced with tough cuts in government funding, we rec- 
ognized growing concerns about our ability to deliver 
cost-effective, responsive service to the public. We set out 
to meet our funding targets not by cutting services, but 
by becoming a customer-driven, cost-conscious business. 


BUILDING A SOLID FOUNDATION 


Since then, we have transformed VIA into one of 
the best-managed, best-performing public transportation 
companies in North America. By the end of 1996, we had 
streamlined administration and management staff by over 
60 per cent. From 1992 to 1997, we have reduced annual 
operating expenses by $100 million while at the same time 
increasing our revenues by $35 million. During this period, 
we lowered our operating funding almost in half - without 
cutting a single service. 

Our year-after-year success shows that we have the 
fundamentals right. Building on our ability to gain control 
of costs, in 1996 we shifted our attention towards our fu- 
ture with a new strategic plan called Service for Success. 

In 1997, this strategy not only helped us to secure the 
foundations for a viable, sustainable rail service, but has 
set the stage for moving VIA Rail into the next century. 


PREPARING FOR FUTURE GROWTH 


Service for Success defines a simple, clear vision of our 
future: VIA will become the best passenger transportation 
company in Canada. The strategy then goes a step further, 
and identifies the specific goals that will translate that 
vision into action. In practical terms, the strategy means 
that VIA must increase ridership above market growth for 
the industry. We will earn better customer ratings than any 
other passenger mode. We will continue to reduce subsidies 
by increasing revenues and reducing costs. We will build a 
successful work team through enhanced training and com- 
munication. We will make continuous progress towards 


zero injuries, zero accidents. 
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In 1997, we continued to move with confidence 
towards these goals, meeting or exceeding our targets 
for the year. 


BRINGING SELF-SUFFICIENCY WITHIN REACH 


Equally important, we continued to explore a range 


of initiatives — new products, improved services, innovative 
marketing partnerships, new ways of doing business 
which will help ensure VIAS strategic direction in 
ahead. These initiatives pave the way for achi 
long-term goal: financial self-sufficiency 


Five years ago that goal would h 
as impossible. Today it is within reach — if VIA 
to bring the spirit of entrepreneurship 
gement to passenger rail that has driven our su 
means seeking out and capitalizing on opportunitie 
growth. It means continuing to transform existing prod 
and services to meet the needs of our customers. It also 
means — and this is critical — securing major investments 
in our fleet and infrastructure in the years ahead. 


We believe that, under the right conditions, VIA can 
obtain the investment for growth through new partnerships 
and joint business ventures with the private sector. 


We also need to ensure that, as CN and CP rationalize 
their infrastructures, VIA is guaranteed access to their rail 
lines at a fair price. Without fair access to the tracks we 
need to run our trains, we can do nothing. 


None of this can be accomplished without significant 
changes to the policy and legislative environment in which 
VIA operates. The nature of these changes will be the 
subject of intense discussion, as the government examines 
Canada’s transportation needs for the years ahead. 


We are confident that passenger rail can and will 
play an important part in meeting those needs. We have 
laid a solid foundation for growth. We have a sure sense 
of direction for the future. We are ready to take VIA — 


and passenger rail — into the next century. 
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Booking seats 

on VIA — easier than ever 
In February ‘97, VIA officially 
launched VIA Resernet on 
the Internet — becoming the 
first ground transportation 
company in the world to offer 
a self-booking service for 


11 
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Growth 


Many companies have learned the hard way 
that you can’t shrink your way to greatness. For VIA, 
that has been a fundamental truth from the beginning, 
when we decided to rationalize and streamline operations 
without compromising service to our customers or 
reducing our network. We know that the key to VIA 
future is growth — increasing our ridership, securing a 
place for passenger rail in the transportation market 
of the future. 

VIA strategic plan sets out ambitious goals for 
erowth. In 1997, we surpassed our target, with the largest 
ridership increase in years. And we continued to look 
to the future, with initiatives that will help secure the 
growth we need. 


INNOVATIVE PARTNERSHIPS 


VIA Préférence, our frequent traveller program 
launched in 1996, attracted almost 100,000 new members 
in 1997. The program is a key tool for keeping and expand- 
ing a loyal base of customers, and we strengthened the 
program through new partnerships with Hertz, Novotel, 
Bell and Radisson Hotels Canada. The partnerships help 
create a new synergy between VIA and the travel industry — 
with partners rewarding their customers with VIA 
Préférence points which can be redeemed for free travel 
on VIA services. 

We also negotiated an agreement with Amtrak to 
create joint North American Railpasses in 1998, valid for 
travel on both carriers’ networks throughout the continent. 
Recognizing the potential for growth through U.S. and 
offshore markets, VIA continued to promote Canadian 
destinations through a network of 45,000 independent 
travel agents in the U.S., affiliated agencies such as American 


Express, and national travel bureaus. Our partnership with 


the Canadian Tourism Commission provided extensive U.S. 


coverage of VIAS services through vacation publications 


and a large circulation newsletter. 


We continued to take part in joint promotions with 
federal, provincial and municipal tourism authorities across 
Canada. VIA was a key sponsor of Canada Day activities, 
including the Ottawa celebrations, as well as sponsoring 
traditional travel-related events such as the Quebec Winter 
Carnival, the Canadian Tulip Festival in Ottawa and several 
sporting events. At the same time, we launched a new part- 
nership with Home Hardware — our first promotion 
campaign focusing on the non-traditional retail sector, | 
allowing us to reach potential customers through the 
chain’s 960 stores across Canada. Home Hardware featured 


VIA in television commercials, a weekly flyer distributed 
to more than six million readers, as well as catalogues and 
posters. This successful partnership will be renewed in 1998. 


In the second year of partnerships with Chambers of 


Commerce and Boards of Trade, VIA continued to develop 
community-based programs and special projects with 
businesses throughout the Quebec City - Windsor corridor. 
VIA also extended an interline agreement with the Trent- 


way Wager bus company, transforming VIA’s Cobourg _ 
and Brockville stations into intermodal facilities handlin: 
both train and bus departures. This enhances VIA effc 
to extend integrated services to customers throughout 
southwestern and eastern Ontario. 


MAKING FANS OF OUR CUSTOMERS 


Our continued growth depends not only on attracting 


new customers, but making fans of our existing customers — 
ensuring that every single person who travels by VIA is 
delighted with our service and willing to come back. 


That means learning to listen and respond to our 
customers’ suggestions and complaints. With the help 
of Hepworth and Company, a consulting firm specializing 
in managing customer relationships, VIA launched a com- 
prehensive review of our approach to handling customer 
feedback — identifying the key drivers of customer satis- 
faction, overcoming barriers to service excellence, and 
increasing customer loyalty. 


The urgent question now is 
not whether VIA can continue 
to grow, but how we will 

eas oni erow, given the challenges 


demand through new products and service improve- ees 

ments. In the spring of 1997, we added new frequencies an d O P D O rtu NI t es b efo Fess 
to the Ottawa-Toronto service, providing more conve- 

nient departures and arrivals. We restored dedicated 

service between Toronto and Kingston to serve the 

long-distance commuter market. We expanded 


our daylight service between Jasper and Prince 
Rupert to include deluxe service, responding to 
the demands of the growing adventure and 
eco-tourism markets. We extended 
partnerships with travel wholesalers 
to selectively increase capacity on the 
Canadian between Edmonton and 
Vancouver, and tailor service more 


effectively to demand. 
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Our strategic plan focuses on reducing the total 
government operating subsidy to $170 million by 1999, 
compared to $245 million in 1996, and less than half 
the $389 million subsidy in 1992. Looking beyond 1999, 
VIA has prepared a long-term investment and operational 
plan which could allow the corporation to achieve greater 
self-sufficiency. Details of this plan are currently under 
review by the government. 


MORE EFFICIENT 
EQUIPMENT AND MAINTENANCE 


Throughout 1997, VIA continued to achieve signi- 
ficant cost reductions without compromising service. We 
completed the closure of maintenance centres in Halifax 
and Toronto, consolidating maintenance activities in 
Montreal and rationalizing workloads at the Winnipeg 
and Vancouver centres. In addition, we continued to 

yperating and maintenance costs due to 
fleet and the introduction 


~ annual savings in maintenance. Additional cars will 
remain available to increase capacity in response to 


market demand during peak travel periods. 


The results of improved equipment recycling, 
the use of refurbished equipment and reduced need 
for guard equipment continues to lower costs throughout 
the network. By the end of 1997, VIA had reduced the 
active fleet to 392 cars and locomotives — compared 
to 446 units in 1994. 


EFFECTIVE ASSET MANAGEMENT 


Early in 1997, VIA concluded subleases with tenants 
for vacant office space in our Montreal headquarters. 
As a result, almost half of the original leased space now 
generates revenue for VIA. In addition, we redeveloped 
Winnipeg Union Station to accommodate provincial and 
federal tenants, generating annual revenues of $1.2 million 
over the next 15 years. 


We are currently undertaking a comprehensive 
assessment and rationalization of VIA’ station facilities, 
to streamline operating costs while improving amenities 
for our customers. This assessment will help support 
plans to operate, upgrade and manage quality station 
facilities for the future. 


IMPROVED LABOUR ARRANGEMENTS 


In October, the Canada Labour Relations Board 
approved VIA application under section 18 of the 
Labour Code to have operating crews represented by a 
single bargaining agent. VIA plans to merge the operating 
duties of the conductor and assistant conductor positions 
with the engineer position, and assign all customer- 
contact responsibilities to on-train services staff. 
Negotiations with the Brotherhood of Locomotive 
Engineers, which operating employees selected as their 
bargaining agent, and the Canadian Auto Workers on 
the impact of this change are on-going. VIA plans to 
introduce the merger in April 1998, eliminating about 
227 operating positions while adding approximately 
70 new customer service positions, with estimated 


annual savings of $15 million. 


A new deal for Gaspé 

In June, VIA signed an agreement 
with short-line operators to obtain 
running rights over tracks formerly 
owned by CN between Matapédia 
and Gaspé. The agreement ensures 
the continued operation of VIA’s 
Chaleur on these lines, a service 
that continues to attract increased 
ridership and revenues — especially 
from U.S.-based tour operators. 


VIA and Hudson’s Bay 

In August, the CN rail lines from 
The Pas to Churchill were taken 
over by the Hudson’s Bay Railway. 
VIA negotiated an agreement with 
the new operators to continue 
running its passenger service over 
their tracks. 


Self-monitoring diagnostics 
VIA has begun assessing self- 
diagnostics and improved control 
systems for use on GPA30 
locomotives and LRC cars. These 
improvements would not only 
record operating conditions and 
reduce the equipment down-time 
to troubleshoot failures, but would 
also improve the control and 
management of critical operating 
features of the fleet for our on-board 
colleagues and customers. 
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Entertaining on the Ocean 
Customers travelling on our 
eastern transcontinental during 
the summer enjoyed the services 
of our new on-board 
Entertainment Coordinators. 
The Coordinators organize 
special activities for children - 
from sing-alongs and story 
readings to face painting 
and arts and crafts — as well 
oviding tourism 


rmation to all passengers. 


ww vending machines installed 
on the Ocean also enhance the 


for VIA’s eastern long- 


Enhanced VIA 1 service 
t step towards launching 
À first class service in 
VIA modified the 
all VIA 1 cars. More 
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t-seat electrical 
enhance productivity 
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For VIA, the future is not just a matter of dollars and 
cents. It is a matter of customer satisfaction. We have a fu- 
ture only if the people who board our trains are delighted 
with the VIA experience — and everything we do is focused 


on that goal. 
MORE FOCUSED TRAIN TEAMS 


With the merger of operating crews and the assign- 
ment of all customer-contact responsibilities to on-train 
service employees, VIA is moving closer to its goal of 
total customer satisfaction. Trains will be staffed by fully 
integrated teams, focused directly on giving our customers 
safe, high-quality service from start to finish. 


All employees who are in contact with customers 
on our trains will be under the supervision of a single 
customer-service representative. The team will be respon- 
sible for all aspects of the passenger’s experience — from 
entraining and detraining to ticket handling, baggage 
handling and meal service. 


ENHANCED ON-BOARD SERVICES 


We undertook a number of initiatives to enhance 
the services available to our customers while on our trains. 
For example, VIA launched a new partnership with 
Second Cup Ltd., Canada’s leading specialty coffee 
company, to provide customers with the world’s finest 
coffee — part of our commitment to ensure a superior 
travel experience. In addition, we awarded a major con- 
tract to Cara Operations Ltd. to provide high-quality 
meals for passengers travelling in the Quebec City - 
Windsor corridor. 

In the fall, we began regular publication of VIA 
Magazine, introduced earlier in the year on a trial basis. 
With features on Canadian arts, culture and travel 
destinations, the high-quality magazine has been greeted 
with enthusiastic response from readers. In fact, 

93 per cent of readers who responded to the trial issue 
approved of the magazine. 


5) ee 
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BEST-OF-CLASS CALL CENTRES 


In August, we launched a comprehensive review 
of our telephone service operations to ensure that VIA’s 
Call Centres are equal to the best in the business. VIA is 
conducting the review with the help of Technology 
Solutions Company, an international business consulting 
and technology solutions firm. 


As part of the review, new performance standards are 
being developed to ensure that customers have easy access 
to our products and that they receive excellent service from 


the first point of contact. As well, we are looking at improved 


hours of operation, better call treatment, and the use of 


new technologies such as interactive voice response systems. 


WORLD-CLASS STATION FACILITIES 


As part of a program to upgrade station facilities 
throughout our network, we launched three major station 
projects in 1997. Montreal Central Station — the second 
largest after Toronto Union Station — is undergoing a 
$5 million renovation, including new ticketing with 
integrated baggage handling, new administration offices, 
employee facilities, better signage, platform improvements, 
and a track-to-concourse baggage belt system. Consolidation 
and rationalization of occupied spaces will contribute 
to greater operational efficiencies. Work is scheduled to 
be completed in June, 1998. 


At the Dorval station in suburban Montreal, work 
has begun to enhance facilities for customers, including a 
business area for customers travelling VIA 1 class, a small 
family area, and video monitors. The project will serve as 
a prototype for future upgrades at other stations. 


In Edmonton, VIA is building a new 5,000 square 
foot station to replace the current facility, which is in the 
basement of a CN building. The new station will provide 
access to municipal buses, taxis and a shuttle service to 
Edmonton’s international airport. Bringing VIA “out of 
the basement” will give passenger rail better visibility and 
travellers better access, while improving the efficiency of 
customer service delivery. 


VIA has also acquired property and station facilities 
in London, as the first step towards a major station redeve- 
lopment project in southwestern Ontario. 
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We envisage a service that offers 
better products with new equipment, 
new and upgraded stations, more 
frequencies and express services — 
all at no additional cost to 

the taxpayer. 


New services on the Canadian 
In response to steadily increasing 
demand, VIA introduced a number 
of changes to summer service on the 
western transcontinental. Silver & 
Blue class customers enjoyed better 
access to meal service and observation 
decks on Skyline cars, conveniently 
located throughout the train. 
Economy class customers now enjoy 
an enhanced menu in our new dining 
car service, as well as cart service at 
their seats. 


Our timetable gets a facelift 
We totally redesigned the content, 
presentation and format of our 
national timetable in November. 
The new “digest” style format makes 
it easier for customers to find the 
information they need about our 
schedules, as well as information 
about the services and amenities 
available on board each train. 


The market is there. The 
opportunities for growth are 
there. And there is a sound 
business case for seizing | 
those opportunities. 
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None of our goals as a corporation can be reached 
without the commitment and dedication of the people 
who work for VIA — the people who understand and 
respond to our customers, day in, day out. Everything 

_ VIA has achieved in the past — and everything we hope 
“to achieve in the future — comes directly from their efforts 
to make VIA the best passenger transportation company 


environment that nurtures and supports 


orma Te Enhancement (PE) is central to 
As management philosophy. PE is a process that 


pitalizing on their skills, focusing their efforts on 
ontinuous improvement in the key areas that matter 
most. PE recognizes that only people can enhance 


formance —and the greater the sense of “ownership” 
they feel for VIAS future, the better our future will be. 


PE works by ensuring that every employee under- 

. stands VIA’s mission, goals and priorities. Each employee 
is asked to identify, in measurable terms, how they can 
contribute to those goals and priorities, and to decide 
how they can best add value in their work. Individuals 
and work teams then develop specific projects for conti- 
nuous improvement, building in the measurement and 
feedback systems that will ensure constant feedback 


on their progress. 
VIA people have initiated more than 1,000 
Performance Enhancement Plans since the PE approach 


was launched in 1994. 


CONTINUOUS LEARNING 


In tune with the Performance Enhancement 
philosophy, VIA believes that learning is a continuous 
process — and an essential ingredient for our future 
growth. We are committed to providing employees with 
opportunities to develop and enhance their knowledge 
and skills throughout the organization. 


Two new company-wide programs introduced 
in 1996 continued to serve as the focal point for training 
in 1997. Achieving Excellence in Customer Service (AECS) 
is a two-day workshop focusing on improving direct 
customer contact — providing people with the tools to 
create positive and memorable customer experiences. 
Supervising for Service Success (SSS) is an 11-day program 
designed to create “missionaries for service”. Through 
a combination of site visits, workshops, projects and 
assignments, participants develop specific skills in 
service delivery as well as a strategic understanding 
of the importance of consistent quality for the future 
of VIA Rail. 


A new workshop introduced in 1997 focused on 
the theme: Not on MY Shift...! The workshop supports 
a vision of managers not simply as “rule enforcers” , but 
as creators of successful employees. Ultimately, VIA’s goal 
is to create an environment where every employee is 
ready and able to confront impediments to VIAS success, 
and fix them — without passing the buck, or waiting for 


others to take the initiative. 


Ai ore 
a ar fa 


a Y, 


VIA quality gains 
international attention 

The commitment of VIA’s 
people to top quality service — 
and their ability to deliver on 
that commitment — has earned 
VIA an international reputation 
for quality. In June, VIA delivered 
a presentation on quality, and a 
workshop on Performance 
Enhancement, at the National 
Conference on Federal Quality 
in Washington, D.C. The annual 
conference is a major event on 
quality management in the 

U.S. government — and VIA 

is the first organization from 
outside the U.S. to be invited. 
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Officer on the Train 

VIA has actively supported the 
Officer on the Train program, 
designed to reduce level crossing 
incidents, since it was first 
introduced to Canada in 1992. 
In June, police officers rode in the 
locomotive on a round trip from 
Windsor to Chatham, to spot 
motorists or others who put lives 
in jeopardy at crossings. The event 
led to extensive newspaper, radio 
and television coverage and 
enhanced public awareness on 


this safety issue. 


Recycling in the Corridor 

In June, VIA began recycling the 
more than one million beverage 
cans used in the Corridor each year. 
Recycling these cans is not only good 
for the environment — any profit 
generated through sales to recycling 


firms will be given to charity. 


Impr 
Meare 


Our strategic plan identifies safety as a fundamental 
goal for VIA, committing us to work constantly towards 


zero accidents, zero injuries. 


VIA completed a series of initiatives in 1997 to 
enhance the safety of passengers in the event of an 


emergency. These include: 


+ Replacement of hammers for 
breaking emergency-exit windows 
on all cars; 


+ Providing emergency instructions 
to all passengers; 


+ Better signage to indicate exit 
windows and other safety features 
in each car; 


+ Redesigned emergency lighting and 
public address systems for increased 
reliability; 

+ Better equipment to improve 
communications between personnel 


and passengers in the event of an 
emergency; 


+ Improved trauma kits on all trains; 
and 


* Standardized inspection, labeling, 
maintenance and testing of 
emergency oxygen equipment. 


In addition, health and safety committees 
receive Safety Enhancement training, and on-train 
personnel have received the Emergency Response 
Program begun in 1995, 
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TAKING ACTION FOLLOWING BIGGAR 


VIA took immediate action to prevent a reoccurrence 
of the September 3, 1997 accident near Biggar, : Saskatch 
VIA contracted an external expert to audit all po 
DE and pit related to tee ee 


to ensure that a quality product is built and deliverec 
to VIA. + = 


In parallel to the audit, VIA gave a refres 


operating safety monitoring systems. 
A FULL SCALE SAFETY REVIEW 


In September, VIA asked Terry Worrall and Colin 
Churcher, two of the rail industry’s foremost safety experts, 
to carry out a full scale review of our maintenance and 
operations safety procedures and identify ways we can 
further enhance safety. This review will cover all aspects of 
the management processes in place, and will eventually lead 
to the development of a comprehensive VIA safety 
management system. 


LEVER MUA Le 


Sead 


ae 


We have a sure sense of 
ait … direction for the future. 

FT 6& We are ready to take VIA — 
: | and passenger rail — into 

| the next century. 
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owards | 
a New VIA Rail 


VIA has come a long way in a very short time. We As a result of the Transformation Project, we have 
have tracked down and eliminated unproductive costs. We prepared a number of strategic options for the future of 
have refocused our organization on the customer — and passenger rail. Our road map to the future includes many 
created the value our customers are looking for. We have exciting opportunities — with no additional costs to the 
become responsive to the market, and learned how to seize taxpayer. We see expanded express services between major 
the very real opportunities for growth that the demand for centres in the Corridor, new overnight services in the West, 
our service has created. enhanced tourism services in the East. New services could 

While our performance has been exceptional, we provide intermodal links to international airports. New 
know that our long-term survival depends on generating partnerships with Amtrak could improve services into 
even more opportunities for growth. Without significant the U.S., including Florida and Chicago. 
investment to update and improve our equipment and The market is there. The opportunities for growth 
facilities, and without greater, more assured access to are there. And there is a sound business case for seizing 
infrastructure, we will be unable to sustain the high level those opportunities. 
of performance achieved in recent years. That investment Whatever the future holds, it holds a place for 


can not come through lowering costs. It must come an efficient, responsive passenger rail service in Canada. 
through growth. We are confident that the foundations for growth we 


In the past, much of our success has come through have established — and the directions for future growth 
integrating private-sector approaches into our management initiated in 1997 — will serve Canada well as we prepare 
practices. In the future, we believe our success will come for the 21st century. 


through even greater innovation — through new forms 
of public-private sector partnerships. 


Throughout 1997, a special team has been looking 
at the form such partnerships could take through the VIA 
Transformation Project. We have identified the investment 
needed for the continued revitalization of passenger rail — 
and the continued viability of a national passenger rail 
service for Canadians. Managed innovatively, such an 
investment makes good business sense, and — we believe — 
could come in large part from the private sector. But 
this will require significant changes in the environment 
in which VIA operates. 


Managem 


Year ended December 31, 1997 


Management of the Corporation is responsible for 
the preparation and integrity of the financial statements 
contained in the Annual Report. These statements 
have been prepared in accordance with generally accepted 
accounting principles and necessarily include some 
amounts that are based on management’s best estimates 
and judgement. Financial information used elsewhere in 
the Annual Report is consistent with that in the financial 
statements. Management considers that the statements 
present fairly the financial position of the Corporation, 
the results of its operations and the changes in its 


financial position. 


To fulfill its responsibility, the Corporation maintains 
systems of internal accounting controls, policies 
and procedures to ensure the reliability of financial 
information and the safeguarding of assets. The internal 
control systems are subject to periodic reviews by 
Samson Bélair Deloitte & Touche, general partnership as 
internal auditors. The external auditors, the Auditor 
General of Canada and Raymond Chabot Grant Thornton, 
general partnership have audited the Corporation's 
financial statements and their report indicates the scope of 


their audit and their opinion on the financial statements. 


ent 
Report 


The Audit Committee of the Board of Directors, 
consisting solely of outside Directors, meets periodically 
with the internal and external auditors and with 
management, to review the scope of their audits and 
to assess reports on audit work performed. The financial 
statements have been reviewed and approved by 
the Board of Directors on the recommendation of the 


Audit Committee. 


J. R. Paquette 


Vice-President, Planning and Finance, 


and Treasurer 


T. W. Ivany 
President and 
Chief Executive Officer 


Montreal, Canada 
February 12, 1998 
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uditors’ 


Re 


TO THE MINISTER OF TRANSPORT 
We have audited the balance sheet of VIA Rail 


Canada Inc. as at December 31, 1997 and the statements 
of operations, reconciliation to operating funding from 
the Government of Canada, contributed surplus, deficit 
and changes in financial position for the year then ended. 
These financial statements are the responsibility of 

the Corporation’s management. Our responsibility is to 
express an opinion on these financial statements based 


on our audit. 


We conducted our audit in accordance with generally 
accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable 
assurance whether the financial statements are free 
of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used 
and significant estimates made by management, as well as 


evaluating the overall financial statement presentation. 


In our opinion, these financial statements present 
fairly, in all material respects, the financial position 
of the Corporation as at December 31, 1997 and the 
results of its operations and the changes in its financial 
position for the year then ended in accordance with 
generally accepted accounting principles. As required by 
the Financial Administration Act, we report that, in 
our opinion, these principles have been applied on a basis 


consistent with that of the preceding year. 


ort 


Further, in our opinion, the transactions of the 
Corporation that have come to our notice during our 
audit of the financial statements have, in all significant 
respects, been in accordance with Part X of the Financial 
Administration Act and the regulations, the Canada 
Business Corporations Act and the articles and the © 


by-laws of the Corporation. 


émane CLL} Hast Thex Là 


Raymond Chabot Grant Thornton 
General partnership 
Chartered Accountants 


Montreal, Canada 
February 12, 1998 


L. Denis Desautels, FCA 
Auditor General of Canada 


Ottawa, Canada 
February 12, 1998 


Financial 
Statements 


As at December 31 


BALANCE SHEET 
(in thousands) 


Notes 1997 1996 
Current assets 
Cash and term deposits eM Ieee Gy) $ 16,864 
Accounts receivable 7,303 8,064 
Receivable from the Government of Canada 57,265 56,027 
Materials 16,884 174145 
102,929 98,100 
Long-term assets UE 
Properties 3 544,484 579,359 
Asset renewal fund 4 37,513 35,058 
Deferred charges 3,175 = 
585,170 614,417 
$688,099 $712,517 
Current liabilities 
Accounts payable and accrued liabilities $ 84,108 $ 79,811 
Deferred revenue 4,768 4,975 
88,876 84,786 
Long-term liabilities 
Network restructuring and reorganization charges 5 29,088 28,160 
Other 7,174 8,543 
36,262 36,703 
Shareholder’s equity 
Share capital 6 9,300 9,300 
Contributed surplus 594,470 626,906 
Deficit (40,809) (45,178) 
562,961 591,028 
$688,099 $712,517 


See accompanying notes to financial statements. 


Signed on behalf of the Board, 


Hugh K. Smith, Q.C. Marc LeFrancois 
Director and Chairman of the Audit Committee Director and Chairman of the Board 


VIA Rail Canada 1997 Annual Report 


FINANCIAL STATEMENTS 


Year ended December 31 


STATEMENT OF OPERATIONS 
(in thousands) 


Notes 1997 1996 
Revenue 
Passenger $178,917 $167,911 
Other 11,642 16,623 
190,559 184,534 
Expenses 
Customer services 2812771 227,494 
Equipment maintenance 82,055 92,847 
Marketing and sales 27,531 26,933 
Support services 30,670 515503 
General and administrative 12,079 9,920 
Reorganization charges 5 6,302 2,508 
Income and capital taxes 3,356 13557, 
393,270 392,804 
202,711 208,270 
Operating funding from the Government of Canada 212,295 224,520 
Results before items not requiring (not providing) 
operating funding from the Government of Canada 9,584 16,250 
Amortization 42,046 42,566 
Write-down of properties 3 6,358 33,766 
Reorganization charges to be funded in subsequent years 5 9,248 10,015 
Deferred pension costs net of experience gains (3,558) = 
Net results $ (44,510) $ (70,097) 


STATEMENT OF RECONCILIATION TO OPERATING FUNDING 
FROM THE GOVERNMENT OF CANADA 
(in thousands) 


1997 1996 

Net results $ (44,510) $ (70,097) 
Items not requiring (not providing) operating funds: 

Amortization and gains and losses on properties 42,521 43,064 

Write-down of properties 6,358 33,766 

Reorganization charges to be funded in subsequent years 9,248 10,015 

Network restructuring and reorganization charges recovery - (10,018) (16,737) 

Deferred pension costs net of experience gains (3,558) ii 
a | 
Operating funding surplus for the year $ 4] $ Il 


See accompanying notes to financial statements. 
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FINANCIAL STATEMENTS 


Year ended December 31 


STATEMENT OF CONTRIBUTED SURPLUS 
(in thousands) 


Balance, beginning of year 


Capital funding from the Government of Canada 


Transfer to deficit 
Non-cash transactions on properties (1995: $39,123) 


Balance, end of year 


STATEMENT OF DEFICIT 
(in thousands) 


Balance, beginning of year 


Net results 


Transfer from contributed surplus: 
Non-cash transactions on properties (1995: $39,123) 


Balance, end of year 


See accompanying notes to financial statements. 


1997 1996 
$626,906 $683,064 
16,443 20,672 
(48,879) (76,830) 
$594,470 $626,906 
1997 1996 

$ 45,178 SLA 
44,510 70,097 
(48,879) (76,830) 
$ 40,809 $ 45,178 
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FINANCIAL STATEMENTS 


Year ended December 31 


STATEMENT OF CHANGES IN FINANCIAL POSITION 
(in thousands) 


1997 1996 
Cash provided by (used in) operating activities 
Net results $ (44,510) $ (70,097) 
Non-cash charges (credits) to operations: 
Amortization of properties 42,084 43,790 
Losses (gains) on write-off, retirement and disposal of properties 437 (726) 
Amortization of investment tax credits (475) (498) 
Write-down of properties 6,358 33,766 
Gain on sale of investment - (6,856) 
Changes in non-cash working capital 10,205 (6219) 
Deferred charges (3173) - 
Network restructuring and reorganization charges 928 5,420 
Other long-term liabilities (894) (847) 
10,960 (2,267) 
Cash provided by (used in) financing activities 
Capital funding from the Government of Canada 16,443 20,672 
Receivable from the Government of Canada (5,943) 20,828 
10,500 41,500 
Cash provided by (used in) investment activities 
Asset renewal fund (2,455) (11,986) 
Acquisition of properties (16,443) (20,672) 
Advances on contracts 1,208 3,581 
Proceeds from sale of investment - 8,857 
Proceeds from sale of properties 12232 1,886 
Accounts payable and accrued liabilities related to properties (389) (15291) 
(16,847) (31,625) 
Cash and term deposits 
Increase during the year 4,613 7,608 
Balance, beginning of year 16,864 9,256 
Balance, end of year $ 21,477 $ 16,864 
Represented by: 
Cash $ 1,324 “$259 0 
Term deposits, 4.3%, maturing in January, 1998 (1996: 3.1%) 20,153 16,605 
$ 21,477 $ 16,864 


See accompanying notes to financial statements. 
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Notes to 
Financial Statements 


As at December 31, 1997 


1. AUTHORITY AND OBJECTIVES 


VIA Rail Canada Inc. is a Crown corporation named in Part I of Schedule III to the Financial Administration Act. 
It was incorporated in 1977, under the Canada Business Corporations Act. The Corporation’s vision is to be the best 
passenger transportation company in Canada with a mission to provide high-quality, low-cost passenger service. The 


Corporation uses the roadway infrastructure of other railway companies and relies on them to control train operations. 


The Corporation is not an agent of Her Majesty and is subject to the Income Tax Act (Canada) and those of 


certain provinces. 


2. ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with generally accepted accounting 
principles and necessarily include some amounts that are based on management's best estimates and judgement, actual 
results could differ from the estimates. The significant accounting policies followed by the Corporation are summarized 


as follows: 
a) Funding from the Government of Canada 


Operating funding, which pertains to services, activities and other undertakings of the Corporation for the 
management and operation of railway passenger services in Canada, is recorded in the statement of operations. 
The amounts are determined on the basis of operating costs less commercial revenues excluding non-cash 
transactions relating to properties, certain network restructuring and reorganization charges, and are based on 
the operating budget approved by the Government of Canada for each year. Operating results are reconciled 


to operating funding in the statement of reconciliation to operating funding from the Government of Canada. 


Funding to cover the costs of the network restructuring and reorganization charges is recorded as a recovery in 


the statement of operations in the year in which final settlements with or disbursements are made to employees 


or suppliers. 


Funding for capital expenditures is recorded as contributed surplus on an accrual basis. 


b) Materials 


Materials are valued at weighted average cost. 


VIA Rail Canada 1997 Annual Report 


NOTES TO FINANCIAL STATEMENTS 


c) Properties 
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Properties acquired from Canadian National Railway and Canadian Pacific Limited at the start of operations 
in 1978 were recorded at the net transfer values while subsequent additions, including those acquired under capital 


leases, are recorded at cost. 


The costs of refurbishing and rebuilding rolling stock and costs associated with other property upgrading are . 
capitalized if they are incurred to improve the service value or extend the useful lives of the properties concerned; 


otherwise, costs are expensed as incurred. 
Retired assets are written down to their net realizable value. 


Amortization of properties 


Amortization of properties is calculated on a straight-line basis at rates sufficient to write off the cost of properties, 


less their residual value, over their estimated useful lives, as follows: 


Rolling stock 12 to 29 years 
Maintenance buildings 25 years 
Stations and Facilities 20 years 
Infrastructure improvements 5 to 38 years 
Leasehold improvements 5 to 20 years 
Machinery and Equipment 4 to 15 years 
Information systems 3 years 
Other Assets 7 to 10 years 


No amortization is provided for projects in progress, advances on contracts in progress or retired assets. 

Leases 

Properties recorded under capital leases are amortized on a straight-line basis over 20 years, which is representative 
of their useful lives. 

Rental payments under operating leases are expensed as incurred. 


Income taxes 


Funding from the Government of Canada provided to the Corporation to cover operating costs is determined 
on the basis of current needs. For this reason, income taxes are accounted for on the taxes payable basis as there is 
reasonable expectation that all taxes payable in future years will be included in the government approved formula 


for reimbursement and will be recoverable at that time. 


NOTES TO FINANCIAL STATEMENTS 


g) 


h) 


k) 


Deferred credits 


Investment tax credits are amortized over the estimated useful lives of the related properties. The amortization 
of deferred investment tax credits is recorded as a reduction of the amortization of properties. Lease inducement 


credits are amortized over the term of the leases. These credits are included in other long-term liabilities. 
Pension plans 


The Corporation has defined benefit pension plans, based on retirement age, compensation and length of service, 


covering all its permanent employees. 


The cost to the Corporation is determined by actuarial valuations which allocate to each year, the accrued portion 
of the benefits based on projections of employees’ compensation levels to the time of their retirement, prorated on 


employees’ years of service. 


Pension expense (Note 8) includes the cost of benefits attributable to services rendered during the current year, 
the amortization of past service costs, the amortization of experience gains and losses as well as the amortization of 
plan amendments. Amortization is calculated on a straight-line basis over the expected average remaining service 


lives of the active employee groups. 


The difference between the accumulated pension expense and the employer’s contributions to the pension funds 
is reflected in the balance sheet as a long-term asset. 

Employee termination and special benefits 

Employee termination and special benefits provided for under labour agreements and special programmes are 
expensed in the year in which these costs are incurred. 

VIA Préférence program 


The incremental costs of providing travel awards under the Corporation’s VIA Préférence frequent traveller 
reward program are accrued as the entitlements to such awards are earned and are included in accounts payable 
and accrued liabilities. The revenues from the sale of point credits to participating partners is recorded as revenues 


in the period in which the credits are sold. 


Financial instruments 
The estimated fair value of financial instruments, except for the asset renewal fund, approximates their carrying 


value due to their current nature. 
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3. PROPERTIES 


(in millions of dollars) 1997 1996 
Accumulated Write- Accumulated Write- 
Cost Amortization Net down Cost Amortization Net down 
Land 3.8 - 3.8 9 - +7 
Rolling stock 200002722577 6.4 5225 AL STIU "135 
Maintenance buildings 159.1 ah 86.4 159.1 65.6 93.5 19 
Stations and Facilities 33.1 11.5 21.6 Dial 10.0 WEN 
Infrastructure improvement 927 26.7 66.0 CPL 24.3 68.4 he. 
Leasehold improvements 85.6 529 7 86.0 49.7 36.3 722 
Machinery and Equipment 27.9 18.5 9.4 257 16.6 vel IES 
Information systems 54.4 53.1 1:53 72.4 69.8 2.6 


Other assets 20.9 199 1.0 20.8 193 15 
987.4 482.5 504.9 6.4 1,009.8 466.6 543.2 33.8 


Projects in progress 17.8 13.3 
Advances on contracts in progress = 1,2 gy 
Retired assets (at net realizable value) 21.8 eee 

544.5 579.4 


On December 31, 1997, the gross value of assets under capital leases included above was $5.7 million (1996: 


$5.8 million) and related accumulated amortization thereon amounted to $4.2 million (1996: $4.1 million). 
Projects in progress primarily consist of station improvements and equipment. 


The Corporation has written down 9 cars and 2 locomotives (1996: 20 LRC locomotives) to their salvage values as 


they are damaged and are no longer in service. 


In 1996, the Halifax and Toronto Maintenance Centres were written-down to their estimated market value as a 


result of the decision to rationalize the Maintenance Centre network. 
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NOTES TO FINANCIAL STATEMENTS 


4. ASSET RENEWAL FUND 


The Corporation has been authorized by the Treasury Board of the Government of Canada to segregate proceeds 
from the sale or lease of surplus assets as well as the operating savings resulting from the rationalization of its mainte- 


nance activities, in a manner which ensures that these funds, recorded at cost, are retained for future capital projects. 


The Asset Renewal Fund investment decisions are made consistent with the Minister of Finance of Canada 


Financial Risk Management Guidelines for Crown Corporations. 


The Asset Renewal Fund includes the following investment instruments: 


(in millions of dollars) 1997 1996 
Market Market 

Cost value Cost value 

Canadian bonds and discount notes 18.8 19.7 Sel 35 

(1996: banker’s acceptance and bearers discount notes) 

Pooled equity unit trust 18.7 197 - ~ 

Cash and Short-term investments 0.1 0.1 = = 
37.6 39.5 SSpil S5AI 


Canadian bonds and discount notes bear interest at rates varying between 3.82% and 11.25% (1996: 2.94% and 3.19%) 
and mature between January 1998 and December 2026. 


The fair value of Canadian bonds, discount notes and pooled equity unit trust is equivalent to the market value 


based on the current bid price at the balance sheet date. 


With these investments, the Corporation is not encountering any significant market, cashflow or interest rate risk. 


5. NETWORK RESTRUCTURING AND REORGANIZATIONS CHARGES 
The Corporation has incurred expenses related to approved plans for the restructuring of its transportation 


network on October 4, 1989 as well as subsequent reorganizations. 


As at December 31, 1997 a provision of $42.1 million (1996: $43.3 million), of which $29.1 million (1996: 
$28.2 million) is reflected as a long-term liability, has been recorded to provide for the on-going costs of severance 
payments and employment security benefits governed by labour agreements, special programmes and arbitration 


decisions which may extend over several years. 
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6. SHARE CAPITAL 


The authorized share capital of the Corporation is comprised of an unlimited number of common shares of no par 


value. As at December 31, 1997 and 1996, 93,000 shares at $100 per share are issued and fully paid. 


7. COMMITMENTS 


a) The future minimum payments relating to operating leases mainly for real estate and computer equipment are as 
follows: 
(in millions of dollars) 


1998 oF 


1999 9.4 
2000 ses 
2001 5.) 
2002 oe 
Subsequent years up to 2047 28.7 

69.7 


b) As at December 31, 1997, the Corporation has outstanding commitments amounting to $0.1 million (1996: 


$5.1 million) consisting mainly of equipment related projects. 


c) Effective January 1, 1989 and in 1997, the Corporation entered into a train service agreement and other agreements 


for the use of tracks and control of train operations. These agreements expire up to December 31, 2008. 


d) The Corporation has issued letters of credit totalling approximately $7.6 million (1996: $1.2 million) to various 
provincial government workmen’s compensation boards as security for future payment streams. These financial 


instruments can only be exercised upon an unlikely default of payment event. 
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NOTES TO FINANCIAL STATEMENTS 


8. PENSION PLANS 


The latest actuarial valuations of the pension plans were carried out as at December 31, 1996 by external actuaries 
who are members of the Canadian Institute of Actuaries. Based on these valuations and actuarial projections for 1997, 
the accumulated plan benefits as at December 31, 1997 are $825.4 million. The net assets available to provide for these 


benefits at actuarial adjusted market values as at that date amount to $1,003.0 million. 


Using the method identified in the pension plans accounting policy (Note 2 h), the pension costs net of experience 
gains for 1997 was a credit of $1.9 million of which $3.6 million is presented separately in the Statement of operations 
(1996: expense of $5.3 million) and included amortization of past service costs, experience gains and losses as well as 


the amortization of plan amendments. 


9. RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created departments and 
agencies, and enters into transactions with these entities in the normal course of business on trade terms applicable to 


all individuals and enterprises. 


10. CONTINGENCIES 


In the ordinary course of business, various claims and lawsuits have been brought against the Corporation and 
it is the opinion of management that the settlement of these actions will not result in any material liabilities to the 


Corporation beyond any amounts already provided. 
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VIA OFFICE LOCATIONS 
Headquarters and Quebec 
2 Place Ville Marie 

Montreal, Quebec 

H3B 2C9 

(514) 871-6000 

Postal address: 

P.O. Box 8116, Station A 
Montreal, Quebec 

H3C 3N3 


Atlantic 

1161 Hollis Street 
Halifax, Nova Scotia 
B3H 2P6 


(902) 494-7906 


Ontario 

55 York Street 
Suite 1300 
loronto, Ontario 
M5] 1R7 


116) 868-7211 
West 
1-123 Main Street 


Winnipeg, Manitoba 


R3C 1A3 


114) 949-7400 
150 Station Street 
Vancouver, B.C. 
VGA 2X7 
604) 640-3700 
Website 


WWW.Viarail.ca 
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Corporate 


As at December 31, 1997 


BOARD OF DIRECTORS 

Francine Chad Smith, Regina, Saskatchewan 
Anthony Friend, Q.C., Calgary, Alberta 

Stan Hagen, Courtenay, British Columbia 


Terry W. Ivany, 
President and Chief Executive Officer, Montreal, Quebec 


Morris Kaufman, Winnipeg, Manitoba 
Yvon LeBlanc, Bouctouche, New Brunswick 


Marc LeFrancois, 
Chairman of the Board, Montreal, Quebec 


Jeffery Lyons, Q.C., Toronto, Ontario 
Hugh K. Smith, Q.C., Halifax, Nova Scotia 


OFFICERS 
Marc LeFrançois, Chairman of the Board 


Terry W. Ivany, President and 

Chief Executive Officer 

Paul Côté, Vice-President, 

Public Affairs and Human Resources 
Steve Del Bosco, Vice-President, 

Eastern Services appointed December 1997 
Michael Gushue, Vice-President, 
Customer Services 

Christena Keon Sirsly, Vice-President, 
Marketing and Information Services 
Carole Mackaay, General Counsel 

and Corporate Secretary 

John Marginson, Vice-President, 
Equipment Maintenance 

Richard McConnell, Vice-President, 
Education and Organizational Enhancement 


J. Roger Paquette, Vice-President, 
Planning and Finance, and Treasurer 


ort 


Directory 


COMMITTEES OF THE BOARD 
Executive Committee 


Marc LeFrancois, 
Chairman 


Terry W. Ivany 
Hugh K. Smith, Q.C. 


Investment Committee 


Jeffery Lyons, Q.C., 


Chairman 

Anthony Friend, Q.C. 
Yvon LeBlanc 
Francine Chad Smith 


Human and Financial Resources Committee 


Stan Hagen, 
Chairman 


Anthony Friend, Q.C. 
Morris Kaufman 
Yvon LeBlanc 
Francine Chad Smith 


Audit Committee 


Hugh K. Smith, Q.C., 
Chairman 


Anthony Friend, Q.C. 
Stan Hagen 
Morris Kaufman 
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VIA Rail Canada 


fcanada 


VIA Rail Canada 


Y 


Canada’s national passenger rail service — serving all regions of Canada from the Atlantic to the Pacific coasts, and 
from the Great Lakes to Hudson Bay. 
One of the safest, most efficient, most reliable and most environmentally responsible modes of transportation available. 


| 0° yy OY. 


In Western Canada 


VIA’s legendary Western transcon- 


tinental service caters mainly to 
domestic and foreign tourism markets. 
The Canadian, a long-distance train 
running thrice-weekly between Toronto 
and Vancouver, has been chosen as one 


of the top five “Great Journeys of the 


451 trains weekly travelling to 450 Canadian communities. 
3,000 employees and over 3.6 million passengers. 
Close to 900 million passenger miles on 14,000 kilometres of track. 


In the Quebec City- 

Windsor Corridor 

Our sleek, modern trains travel 
throughout the Quebec City-Windsor 
Corridor at speeds of over 160km/h, 
providing intercity passengers with fast, 
convenient, comfortable and affordable 
service, downtown-to-downtown 
between Canada’s largest business 


Important to Canada’s economy, contributing about $1.8 billion annually to Canada’s gross domestic product. 


In Atlantic Canada 


The Ocean runs six times a week 
between Montreal and Halifax, offering 
travellers first-class amenities with 
VIA’s award-winning Easterly service. 
The Chaleur makes three trips each 
through the 
Peninsula from Montreal to Gaspé. 


week scenic Gaspé 


World” by National Geographic. centres. VIA 1 service offers first-class 
amenities, as well as a roomy, hassle- 
free environment allowing business 


travellers to work or relax. : 


Total Government Funding Cash Operating Expenses Total Operating Revenue 
x CDN $ (Millions) CDN $ (Millions) ne CDN $ (Millions) 
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Includes restructuring and 
capital expenditures 


An on-line version of this annual report is available at VIA's web site www.viarail.ca 
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No passenger rail service in the world - indeed, no public, mass transportation service of any 
kind - operates without some form of government subsidy. However, VIA Rail Canada is determined 


to minimize the need for operating funding by reducing costs, and maximizing revenues. 


Since 1990, we have: 
Reduced administration costs by 66 percent. 
Cut operating costs by 22 percent. 


Increased revenues by 40 percent. 


Veen vey: 


Increased passenger-miles from 785 million to 856 million. 


Y 


| Closed the gap between revenues and costs, achieving a 52 percent revenue to cost ratio - ee 


up from 29 percent in 1990. 


Y 


Reduced our annual government funding by $263 million, a total reduction of 60 percent 


in eight years. os Bo 


VIA achieved these results without sacrificing a single part of the passenger rail network, 


and without compromising quality of service. a : ee : 
In fact, VIA is operating more trains, at a higher level of quality, than at the beginning — RES 


of the 1990s. 
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s Canada enters the last year of this century, VIA Rail Canada is ready to move into the new 

millennium and into a new era for passenger rail in this country. 

In 1998, VIA met the challenge taken on in 1990, following the government’s announcement 
of a series of permanent funding reductions as part of the overall drive to reduce the federal deficit. 
VIA has maintained and improved Canada’s national passenger rail service, while eliminating 
$263 million from its annual funding level - a reduction of 60 percent over eight years. It did so 
without any cutbacks to train services. In fact, VIA is running more trains now than in 1990 with a 
quality of service that is significantly improved. 

VIA achieved these remarkable results by focusing on the fundamentals of operating passenger rail 
as a business. Sound financial management, productivity initiatives, and operating economies reduced 
costs. Improved service, and a clear focus on customer satisfaction, generated solid revenue growth. 
Strategic partnerships with the private sector have helped VIA to provide innovative, high quality 
products that respond to the needs of Canadian travellers and the imperatives of public funding. 

In the process, VIA has transformed itself into a lean, efficient corporation, profoundly insightful 
about the business of passenger rail and able to apply that knowledge quickly and creatively in a fast- 
changing marketplace. 

Our track record is clear. The people of VIA Rail Canada can be proud of the financial and 
operational results they have achieved. 

Perhaps their greatest achievement is that they have demonstrated the potential of passenger rail 
when it is managed well. It is now possible for Canada to seriously consider the role that passenger 
rail may play in the future. 

VIA’s shareholder, the Government of Canada, has recognized VIA’s excellent performance, and 
the expertise at VIA that drives such excellence. It has responded with a commitment to passenger 
rail, and the stable, long-term funding that will help take passenger rail into the next century. It has 
acknowledged the barriers to passenger rail’s growth and has confirmed its resolve to develop 
solutions to overcome them. 

To this end, VIA is working in concert with the government to develop a long-term strategic plan 
for Canada’s national passenger rail service. The support and encouragement of our Board of 
Directors, which has contributed so much to the transformation of VIA Rail during the nineties, will 
be invaluable during the process of charting passenger rail’s future. 

Let there be no doubt. Passenger rail has a place in Canada’s future. And there can be no question 
about the solid management expertise at VIA Rail that has made this possible. 

Once the barriers holding back growth are removed - once the tremendous potential of passenger 
rail can flourish freely - that expertise is capable of carrying Canadians into the new century with 


one of the most modern, most efficient and most innovative passenger rail services in the world. 
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MArc LEFRANÇOIS 


Chairman of the Board 


hen I joined VIA Rail Canada this year, I had already heard about the “VIA Miracle” - 

the story of how this corporation has quietly transformed passenger rail transportation 

and become a model of responsible, efficient management in the public sector. It didn’t 
take long to discover the secret behind this miracle: the people of VIA Rail Canada. 

Throughout my career, in both government and the passenger transportation sector, I have 
never met a team of people more dedicated, more professional, more passionate about their work. 
VIA’s people believe in passenger rail. They know the business of passenger rail. Day in and day 
out, they are determined to make it work. And it is this determination that has created the VIA 
story, a story of success beyond all expectations. 

We added another chapter to that story in 1998. The year started off with a major challenge — 
the January ice storm that shut down the country east of Toronto and disrupted train services. 
That storm, followed by mild winter conditions across Canada, was responsible for an unexpected 
loss of revenue, and disappointing results for the first quarter. Despite this challenge, VIA was able 
to stay on track, to stay focused, and achieve yet another year of significant reductions to 
government funding. 

We increased overall revenues by five percent for the year. And we continued to narrow the 
gap between revenues and costs. By the end of 1998, VIA’s revenue-to-cost ratio reached 52 
percent, an impressive six-percent gain over 1997. 

While we managed to continue VIA’s success, it also became increasingly clear that our ability 
to do so in the future will be severely limited without significant changes in the way that passenger 
rail services are funded and delivered in Canada. For example, the need to invest in our equipment 
and infrastructure is paramount. If we are unable to do so, performance will decline, and 
maintenance costs will start to rise dramatically. Inevitably, we will lose customers, as our ability 
to provide a consistent, high quality service is compromised. 

Fortunately, 1998 also marked a major breakthrough towards building a more secure 
foundation for the future of passenger rail and, by extension, all public transportation in Canada. 
At the request of the Honourable David Collenette, Minister of Transport, the Parliamentary 
Standing Committee on Transport completed a thorough review of passenger rail. In its report, the 
committee called for the revitalization of passenger rail, including more innovative, flexible ways 


to finance VIA’s equipment and services. nf 


The government agrees. VIA is now working in unison with the Minister of Transport to 
develop a comprehensive, long-term strategic plan for passenger rail in Canada. This plan will 
address the key issues that need to be resolved, such as the need for stable funding, improved 
access to the tracks VIA shares with the freight railways, and more creative partnerships with the 
private sector in delivering quality service to Canadian travellers. | am confident that these issues 
can be resolved, so that passenger rail will not only survive, but grow, to meet the integrated 
transportation needs of Canadians in the 21st century. 

In the meantime, VIA’s immediate priority is to stay focused on the fundamentals of managing 
passenger rail - running a safe operation, enhancing our financial performance, and identifying 
opportunities for growth in 1999. 

We will consolidate our ridership and revenue gains by continuing to improve the quality 
of our service. We will continue to look for ways to reduce costs. We will promote growth 
aggressively in key markets, especially business travel in the Corridor and domestic and 
international tourism on the eastern and western transcontinental services. We will pursue new 
business opportunities, such as providing a direct rail link to the Dorval air terminal in partnership 
with Aéroports de Montréal. We will continue to refine our new reservation system offering 
advance seat selection for coach travellers, and we will modernize VIA’s call centres, ensuring the 
most efficient possible response to customers. And, as always, we will do this while maintaining 
safety as our corporate priority. 

On all of our services - economy class and VIA 1 in the Corridor, and our Easterly and Silver 
and Blue long distance services - we will continue to concentrate on delighting our customers with 
the high quality service people expect from VIA. 

The year ahead promises to be a good one for passenger rail. The new century promises to be 
even better. We enter the new millennium with a solid, world-class track record, and a commitment 
to revitalize the very foundations of passenger rail for the future. 

The people of VIA Rail Canada are ready. If we unleash their passion - the passion that has 
kept the train a vital, vibrant service in Canada - passenger rail will carry Canadians into the next 
century at full speed, achieving its full potential as a safe, modern, environmentally friendly and 
efficient answer to the transportation needs of the future. 
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Rop Morrison 


President and Chief Executive Officer 


VIA entered 1998 knowing that it would be one 
of the most challenging years in our drive to 
become the best passenger transportation company 


in Canada. 


We had to 


requirement by another $50 million, in order 


reduce our total funding 
to bring our funding down to $178 million. 
This was one of the biggest single-year 
reductions yet since 1990. 

We started the year in the midst of critical 
labour negotiations to modernize collective 
agreements and working arrangements, 
including the implementation of our New 
Era Passenger Operations project. This 
initiative would fundamentally change the 


way trains had been staffed and operated for 


the past one hundred years. 


Operating 
passenger rail 
as a business. 


As a comprehensive review of train safety 

neared completion, we prepared to make 

changes in equipment, safety procedures and 

training to ensure that passenger rail continues 

to be the safest mode of transport available. 
We were also looking beyond 1998 to the future. 
Achieving the funding reduction targets set in 
1990 and establishing VIA Rail as a viable, 
competitive player in the marketplace was just 
the first step towards revitalizing passenger rail 
in Canada. Early in the year, the Minister of 
Transport asked the Parliamentary Standing 
Committee on Transport to help map out the 
next step: developing a long-term strategic plan 
to take passenger rail into the next century. 

VIA _ participated in the Committee’s 
consultations, and worked with the government 
following the Committee’s report to articulate a 
practical vision for the future of passenger rail. At 
the same time, we stayed focused on the 
immediate challenges of 1998. We met those 
challenges by doing what we do best: managing 
the fundamentals of passenger rail as a business; 
giving our people the tools and resources they 
need to do their job well; making sure that every 
single customer can count on the safety, reliability 


and quality of service on our trains. 
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VIA PREFERENCE 

We introduced our frequent 
user program -VIA 
Préférence -in July 1996. 
By the end of 1998, the 
program had attracted 
more than 200,000 
members. Program partners 
include thé Delta, Novotel 
and Radisson hotel chains, 
Hertz Rent-a-Car, and Bell 
Canada. The objective of 
the program - increasing 
ridership and revenue by 
attracting and retaining 
loyal customers - is on 
course, with each member 
averaging seven trips 
aboard VIA trains. 


Many members make 


over 40 trips. 


BETTER SCHEDULES 

In June, we adjusted our 
schedules in Southwestern 
Ontario to provide more 
convenient morning arrivals 
and evening departures at 
Toronto. As a result, we 
were able to adopt a shorter 
routing for our daily 
Toronto-Sarnia trains, 
saving travellers one hour 
in trip time. We also began 
work to upgrade 
interchange facilities in 
Smiths Falls, Ontario, 

which will reduce trip 

times between Ottawa 


and Brockville. 


Our success in transforming VIA Rail into 
an efficient, commercially viable passenger 
transportation company is based on funda- 
mentals: sound financial management, reducing 
and controlling costs, and pursuing every 
opportunity to generate increased revenues. In 
1998, this focus on fundamentals continued. 


Controlling Costs 

We initiated a wide range of cost-saving measures 
this past year which will have a positive impact 
well into the future. More efficient purchasing 
practices, coupled with lower prices and reduced 
consumption as a result of service disruptions 
caused by the ice storm, lessened fuel costs 
significantly. Careful monitoring of train delays 
has, in addition to focusing attention on 
improving performance, reduced overcharges for 
track access. Improved on-time performance in 
the West resulted in lower costs for late trains. 
Better crew planning helped reduce costs through 
increased productivity. 

Equipment maintenance expenses also 
declined, largely as a result of the launch of 
Formula 6, a program aimed at reducing costs 
and increasing revenues in VIA’s maintenance 
centres. These facilities are “open for business” 
and, in 1999, VIA plans to take on more outside 
work and increase revenues — by marketing its 
equipment expertise more aggressively and by 
optimizing plant capacity. 

The negotiation of new national collective 
agreements in July reinforced VIA’s success, 


since 1993, in streamlining operating crew 
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In 1998, we added 
another chapter to 
the VIA success story. 


duties, modernizing methods of pay, and 
enhancing training. The new agreements 
reached in 1998 will produce annual cost 
savings in excess of $15 million, while 
improving customer service on board our trains. 


Berterbranse 

The three-year LRC car paint and repair 
program concluded this year not only helped 
to reduce costs, but provided our customers 
with modern, more comfortable transportation 
in the Corridor. We improved service and 
amenities, with significant enhancements to 


both our economy and VIA 1 class service. 


VIA 1 cars now have electrical outlets for 
passengers, and a more flexible seating 
configuration, to enhance productivity for 
business travellers. For economy class 
travellers, phones have been installed in all 
Corridor cars and long distance trains feature 
better lighting, pillows and blankets offered 
on-board and at-seat food service. 


Work on major upgrades to our station facilities 


progressed throughout 1998. In August, 
renovations were completed at Montreal’s 


Central Station to consolidate all VIA passenger 
services, including new baggage handling and 
ticketing facilities. We opened a new, modern 
station in Edmonton near the municipal airport, 
providing better access for passengers and 
greater visibility for VIA Rail. With the closing 
of the rail line at Lévis, we upgraded our station 
at Charny for its new role as our single station 
on the south shore of Quebec City. 

Significant improvements in ticketing and 
baggage facilities at the Dorval station were 
completed in time for opening early in 1999. 
VIA also acquired property in London, the first 
step towards a major redevelopment project for 


which VIA will be seeking development partners. 


A comprehensive review of our telephone 
service operations, launched in 1997, continued 
in 1998. Designed to ensure that VIA’s Call 


Centres are equal to the best in the business, the 
review has already produced new performance 
standards and management procedures aimed at 
improving service and increasing revenues 
generated through telephone sales. A second 
phase of the review will address hours of 
operation, call treatment and automation, and 
the development of new technologies such as 
new interactive voice response systems. 

VIA Rail has been a leading innovator in 
handling reservations. We were the first ground 
transportation company to offer reservations 
through the airline systems used by travel 
agents. VIA’s Internet site was the first by a 
railway company in the world to offer self- 
booking through a direct interface with the 
main reservation system. This feature will be 
revamped to make it compatible with VIA’s 
new reservation system. We are also offering 
passengers located outside major centres more 


access to ticketing by mail. 


RAIL PASS 
VIA’/Amtrak 


The people of VIA Rail are the key to our success 
in revitalizing passenger rail. Efforts to reduce 
costs, increase revenues, and provide customers 
with the highest quality of service would be 
futile without the committed effort of a 
dedicated, highly professional team determined 
to make VIA Rail the best in the business. 

As a team, we strive to create an environment 
where that commitment can flourish, where 
innovation is rewarded, and every employee is 


given the support, training and encouragement 


needed to help VIA achieve its goals. 


Dedicated, professional, 
passionate. VIA'S people 
know the business 

of passenger rail. 


Since 1993, VIA has worked with its unions 


to modernize outdated collective agreements. 
Significant cost savings have been achieved 
through the merger of shopcraft unions, 
changing the method of pay for running trade 
employees from a mileage to an hourly basis, 
rationalizing customer service staff and reducing 
the number of employees eligible to receive 
employment security. Further progress was made 
in 1998, with the year’s round of negotiations 
being completed in record time. Agreements in 
1998 ensured greater flexibility when introducing 
operational changes by including, for the first 


time, a cap on employment security payments. 


Er: us Nr ara tion 
New Era Passenger Operations 


The main focus of negotiations, however, was the 
implementation of the New Era Passenger 
initiative (NEPO). This 


Operations project 


represents a milestone in the history of Canadian 
passenger rail, fundamentally changing the way 
trains have been crewed for more than 100 years. 

Under NEPO, we have merged the conductor 
and assistant conductor positions with the 
locomotive engineer position. All customer- 
contact responsibilities are now assigned to 
on-train services staff, who are under the 
supervision of a single customer service 
manager for each train. Our trains are now 
staffed by fully integrated teams, dedicated 
solely to giving our customers high quality 
service from start to finish. 

An additional 81 Service Manager positions 
provide the focus for new team-building efforts 
to improve service planning and delivery. 

VIA will realize savings of $15 million 


annually as a result of NEPO. 


Building New Skills 

Training was a major focus for VIA throughout 
1998. As a result of major initiatives during 
the year, 2,000 front-line employees received 
training to ensure that they had the right skills 
to take on new tasks. 

All on-train staff received training to prepare 
for their new responsibilities under NEPO. With 
the introduction of the new VIAnet reservation 
system, 643 customer contact personnel were 
trained to take advantage of the new system’s 
capabilities. Five weeks of entry-level training was 
offered to 
inspectors and locomotive engineers received 


160 new recruits, while 200 car 


technical certification training. 

Training focused on improving customer 
service continues to be a priority. VIA’s Achieving 
Excellence in Customer Service (AECS) program, 
a two-day workshop, was reinforced in 1998 by a 
follow up program called Keeping the Skills Alive 
(KSA). As part of the NEPO transition, all train 
operating and on-train employees completed 
between two and eleven days of training on their 


new duties and emergency response procedures. 
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As always, we will 
maintain safety as 
our corporate priority. 


Following the Biggar, Saskatchewan, derailment in 
September 1997, VIA contracted two of the world’s 
foremost rail safety experts to conduct a full review 
of safety at VIA. Their report in March 1998, along 
with interim recommendations from the 
Transportation Safety Board and the Board’s final 
report in September, provided confirmation of our 
safety values in all aspects of our operations. 

To sustain our emphasis on safety, we have 
created a new senior-level Director of Safety, 
Health and Environment position reporting to the 
President, to ensure that safety issues continue 
to be identified and addressed as a corporate 
priority. We have also established an Executive 
Safety Council and, in partnership with our 
unions, a National Safety Council which allows 
employees to take part in guaranteeing safety 
for our customers and for the people who work 
for VIA Rail. 

A review of emergency handling procedures 
and equipment has been completed. Most train 
cars are fitted with multi-trauma kits. 
Emergency lighting systems that meet a very 
high safety standard and safety and emergency 
signs are in place on our trains. 

In addition, axle bearing temperature 
detection and cab warning systems are installed 
on over 90 percent of VIA locomotives with the 


remainder to be completed in 1999. An air-only 


10 


braking system has also been installed on all 
LRC cars, providing an above-standard margin 
of safety for higher-speed operations in the 
Quebec City - Windsor corridor. 
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All on-board staff have continued emergency 
response training, included as part of the 
NEPO training program. In addition, Qualified 
Technical Trainer positions to support classroom 
training for all locomotive engineers are in 
place. This training includes a comprehensive 
core syllabus covering safety procedures, 
technical and mechanical features of VIA's 
equipment, and operating rules and radio 
communications. Certification procedures ensure 
that all engineers are qualified and familiar with 
all aspects of their operations. 


These procedures include recurring 10-day 


retraining courses every three years. 


VIA is also preparing to meet a number of 


certifications from the International Standards 
(ISO). 


Equipment Maintenance department, we will seek 


Organization Beginning with the 
ISO 9000 certification by developing quality 
standards, principles of process management and 
control, and regular compliance testing. The 
application of ISO quality standards is a 
continuing independent measure against which 


VIA’s safety policies and standards can be 


evaluated, showing through objective, unbiased 


means that VIA remains among the safest 
passenger railways in the world. As part of 
our corporate environmental program, we are 
also applying ISO 14000 standards to all 
environmental management activities within 
Equipment Maintenance. By applying these 
standards to such activities as recycling 
materials and handling toxic substances, we are 
committed to ensuring that passenger rail 
remains the most environmentally responsible 


transportation option for travellers in Canada. 


VIA is ready to move 
into a new era for 
passenger rail. 


VIA is preparing to take Canada’s passenger 
rail service into the next century. In response 
to the Standing Committee on Transport’s 
for the 


recommendations revitalization of 


passenger rail, we are working with the 
government to develop a long-term strategic 
plan for the future. This plan should be in place 
by the end of 1999. 

It is likely to change, fundamentally, the 
way passenger rail is funded and delivered in 
Canada. The 


indicated that the government is ready to 


Minister of Transport has 
explore new, innovative ideas such as different 
ways to partner with the private sector in order 
to ensure that passenger rail will grow and 
prosper to meet the needs of Canadians. 

These are exciting times for VIA. We are eager 
to do all we can to move passenger rail forward. 

In the meantime, we will concentrate on the 
strategy that has already transformed the 
corporation into a viable, commercially focused 
organization managing the fundamentals of 
passenger rail as a business. In 1999, this means 
building on what we have accomplished, and 


taking advantage of new business opportunities. 


VIA Rail Canada 
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We will introduce new frequencies between 
Ottawa and Montreal early in the new year, 
offering same-day return passengers -more 
options and introducing AirConnect service to 
make it simpler than ever for Ottawa-area 
travellers to transfer to international flights at 
Dorval International Airport via a simple train- 
airport shuttle connection. 

We have already begun exploring options for 
providing direct service links into the airport 
terminal. We believe there is a real opportunity 
for business growth by providing such 
intermodal connections and that passenger rail 
could serve as the catalyst for a truly national, 
intermodal passenger transportation network. 

We will be working closely with Canadian 
National to build a new, mutually beneficial 
partnership that will ensure VIA’s access to 
CN tracks for additional trains and help us 
achieve the consistent on-time performance our 
customers demand. 

In all of our activities, we will continue to 
seek new ways to run our business better, to 
improve safety, to enhance service, to reduce 
costs, and to maximize revenues in all of our 
operations. Because we know that whatever the 
future holds, it holds a place for a dynamic, 
expertly managed passenger rail service — the 
passenger rail service VIA Rail is determined to 


provide for Canadians. 


These key financial indicators and operating statistics summarize the performance of the 
corporation with 1990 representing the first year of the current passenger rail network. 


KEY FINANCIAL INDICA 


(in millions of dollars) 


* Cash operating expenses 


Government funding for: 
** Operating expenses 
** Capital expenditures 


Reorganization charges 


Total Government funding 
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KE ING STATISTI 

*Revenue/Cash operating 
expenses ratio (%) 

Total passengers carried (000’s) 

Total passenger miles (000,000’s) 

Government operating funding 
per passenger mile (cents) 

Train miles operated (000’s) 


Car miles operated (000’s) 


Average passenger load factor (%) 


Average number of passenger miles 


per train mile 


On-time performance (%) 


IC ATADE 


ALLO LIN OS 


1997 


~ 1996 


1995 


527 
3,646 
856 


20.8 
6,325 
42,068 
56 


185 
81 


Number of employees at year-end 2,952 


386.5 


196.0 
16.4 
16.3 


228.7 


49.3 
3,765 
884 


24.0 
6,482 
41,242 
58 


136 
84 
2,969 


389.8 


205.3 
20.7 
19.2 


245.2 


47.3 
3,666 
892 


DS) J) 
6,472 
40,491 
59 


138 
84 


3,000 


BITES 


22228 
39.6 
33.5 

295.4 


44.0 
5597 
859 


29.8 
6,219 
37,100 
61 


138 
86 
3,178 


Be ae Oe ES ee 


4,131 


“ Cash operating expenses exclude amortization of properties and reorganization charges. 


™ Asset Renewal Fund drawdown of $33.5M including $18.3M for capital expenditures and $15.2M for operating 
expenses as disclosed in note 6 of the Financial Statements. 


(seated | to r): John Marginson, 


438.5 485.2 487.1 478.1 4933 
_1642 155.8 150.1 142.8 

DOPTISSSS PE ORESTSSSS25 050 
2573 IES 44.7 40.1 8125 
30.8 15.3 1229 24.7 597 
318.2 348.1 388.9 392.8 441.5 
40.2 33.8 32.0 31.4 28.9 
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834 820 817 820 785 
3571 41.0 42.1 43.0 52.2 
6,524 6,515 6,483 6,247 6,365 
HHI SLR! BAS STN) 35,767 
60 59 5 58 57 
128 126 126 131 125 
87 90 90 90 88 
3,718 4,478 4,402 4,525 


Vice-President, Equipment Maintenance; 


J. Roger Paquette, Vice-President, 
Planning and Finance, and Treasurer; 
and Mike Greenberg, Vice-President, 
Procurement and Real Estate. 


(standing | to r): Mare LeFrançois, 
Chairman of the Board; Christena 
Keon Sirsly, Vice-President, Marketing 
and Information Services; Rod Morrison, 
President and Chief Executive Officer; 
Paul Côté, Vice-President, Customer 


Services: Michael Gushue, Vice-President, 


Business Development and Corporate 
Affairs; and Steve Del Bosco, 
Vice-President, Service Delivery. 
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Michel Biron, Nicolet, Quebec Executive Committee 

Greg Black, Bracebridge, Ontario Marc LeFrançois, Chairman 
Jacqueline L. Boutet, Montreal, Quebec Anthony Friend, Q.C. 
Francine Chad Smith, Regina, Robert Matteau 
Saskatchewan Rod Morrison 

Alan Chapple, Toronto, Ontario | 
Anthony Friend, Q.C., Calgary, Alberta Human Resources Committee 


Donald Pettit, Chairman 
Greg Black 

Francine Chad Smith 
Mary Barbara Kane 
Jeffery Lyons, Q.C. 


Mary Barbara Kane, Halifax, Nova Scotia 
Yvon LeBlanc, Bouctouche, New Brunswick 
Marc LeFrancois, Chairman of the Board, 
Montreal, Quebec 

Jeffery Lyons, Q.C., Toronto, Ontario 
Robert Matteau, Grand-Mere, Quebec 
Marlene McGraw, Brantford, Ontario ‘Aa Waders. Caniers 
Rod Morrison, President and Chief Michel Biron 

Executive Officer, Montreal, Quebec Greg Black 

Donald Pettit, Vancouver, British Columbia 


Planning and Finance 


Jacqueline L. Boutet 
Anthony Friend, Q.C. 
Mary Barbara Kane 
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Marc LeFrancois, Chairman of the Board 


Rod Morrison, President and Chief Executive Investment Committee 

Officer Jeffery Lyons, Q.C., Chairman 
Paul Côté, Vice-President, Customer Services Francine Chad Smith 

Steve Del Bosco, Vice-President, Service Alan Chapple 

Delivery Anthony Friend, Q.C. 

Mike Greenberg, Vice-President, Procurement Yvon LeBlanc 

and Real Estate Robert Matteau 

Michael Gushue, Vice-President, Business Marlene McGraw 


Development and Corporate Affairs 
Christena Keon Sirsly, Vice-President, 
Marketing and Information Services 

Carole Mackaay, General Counsel and 
Corporate Secretary 

John Marginson, Vice-President, Equipment 
Maintenance 

J. Roger Paquette, Vice-President, Planning 
and Finance, and Treasurer 


Audit Committee 
Anthony Friend, Q.C., Chairman 
Michel Biron 
Jacqueline L. Boutet 
Alan Chapple 
Robert Matteau 
Marlene McGraw 
Donald Pettit 


Management 
en e ce ible ete R eC DO al 


Management of the Corporation is responsible for the preparation and integrity of the financial 
statements contained in the Annual Report. These statements have been prepared in accordance 
with generally accepted accounting principles and necessarily include some amounts that are 
based on management’s best estimates and judgement. Financial information used elsewhere in 
the Annual Report is consistent with that in the financial statements. Management considers that 
the statements present fairly the financial position of the Corporation, the results of its operations 
and its cash flows. 


To fulfill its responsibility, the Corporation maintains systems of internal accounting controls, 
policies and procedures to ensure the reliability of financial information and the safeguarding of 
assets. The internal control systems are subject to periodic reviews by Samson Bélair/Deloitte & 
Touche, general partnership, as internal auditors. The external auditors, the Auditor General of 
Canada and Raymond Chabot Grant Thornton, general partnership, have audited the Corporation’s 
financial statements and their report indicates the scope of their audit and their opinion on the 
financial statements. 


The Audit Committee of the Board of Directors, consisting solely of outside Directors, meets 
periodically with the internal and external auditors and with management, to review the scope of 
their audits and to assess reports on audit work performed. The financial statements have been 
reviewed and approved by the Board of Directors on the recommendation of the Audit Committee. 
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Rop Morrison J. R. PAQUETTE 
President and Vice-President, 
Chief Executive Officer Planning and Finance, 


and Treasurer 


Montreal, Canada 
February 12, 1999 
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Auditors: 
Report 


TO THE MINISTER OF TRANSPORT 


We have audited the balance sheet of VIA Rail Canada Inc. as at December 31, 1998 and the 
statements of operations and retained earnings (deficit) and cash flows for the year then ended. 
These financial statements are the responsibility of the Corporation’s management. Our 
responsibility is to express an opinion on these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at December 31, 1998 and the results of its operations and its cash 
flows for the year then ended in accordance with generally accepted accounting principles. As 
required by the Financial Administration Act, we report that, in our opinion, these principles have 
been applied, after giving retroactive effect to the change in the method of accounting for 
Government funding for depreciable properties as explained in note 3 to the financial statements, 
on a basis consistent with that of the preceding year. 


Further, in our opinion, the transactions of the Corporation that have come to our notice during 
our audit of the financial statements have, in all significant respects, been in accordance with 
Part X of the Financial Administration Act and the regulations, the Canada Business Corporations 
Act and the by-laws of the Corporation. 
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RAYMOND CHABOT GRANT THORNTON L. DENIS DESAUTELS, FCA 


General partnership Auditor General of Canada 
Chartered Accountants 


Montreal, Canada Ottawa, Canada 
February 12, 1999 February 12, 1999 
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"Statement 


BALANCE SHEET 
(in thousands) 


Current assets 


Cash and term deposits 
Accounts receivable 


Temporary investments 
Materials 


Long-term assets 


Properties 
Asset renewal fund 
Deferred pension 


Current liabilities 


Deferred revenue 


Long-term liabilities 


Deferred pension 
Other 


Deferred capital funding 


Shareholder’s equity (deficiency) 


Share capital 
Contributed surplus 
Retained earnings (deficit) 


Notes 1998 199777 

12 758 $ 21,477 

7,813 7,303 

Receivable from the Government of Canada 23,678 575265 
6 53568 = 

16,101 16,884 

93,898 102,929 

5 520255 544,484 

6 9,682 37,518 

= 51178 

529,961 585,170 

$ 623,835 $ 688,099 

Accounts payable and accrued liabilities DT LT $ 84,108 

4,805 4,768 

80,522 88,876 

Network restructuring and reorganization charges 9 16,029 29,088 
16 40,072 — 

55989 7,174 

62,090 36,262 

3 and 8 A9 921 540,672 

10 9,300 9,300 

11 Bromley, 3,012 

(31,100) 9,177 

(17,988) 22-239 

021835 $ 688,099 

See accompanying notes to financial statements 


Signed on behalf of the Board, 


ANTHONY FRIEND, Q.C. 
Director and Chairman of the Audit Committee 


à. Of bane 


Marc LEFRANÇOIS 
Director and Chairman of the Board 
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Financial Stalements 


Year ended December 31 


STATEMENT OF OPERATIONS AND RETAINED EARNINGS (DEFICIT) 


(in thousands) 


Notes 1998 1997 
Revenue 
Passenger $ 185,861 $ 178,917 
Other 14,297 11,642 
200,158 190,559 
Expenses 
Customer services 228,020 231,704 
Equipment maintenance 75,840 82,055 
Marketing and sales 28,928 272591 
Support services 35,196 30,243 
General and administrative 16,101 12,079 
Pension 13 43,244 (3,558) 
Amortization 39,683 48,404 
Reorganization charges 9 (5,538) 15,550 
461,474 444,008 
Net operating loss before 
funding from the Government of Canada 261,316 253,449 
Funding from the Government of Canada 
Operating funding 
from the Government of Canada 178,413 219295 
Amortization of deferred capital funding 3 and 8 41,461 50,111 
Net results of operations before taxes (41,442) 8,957 
Income and federal large corporation taxes (1,165) 3,356 
Net results of operations for the year (40,277) 5,601 
Retained earnings, beginning of year 3 GAY 3,576 
Retained earnings (deficit), end of year $ (31,100) due0 177 


See accompanying notes to financial statements 


piranctal statements 


Year ended December 31 


STATEMENT OF CASH FLOWS 
(in thousands) 


Operating activities 


1998 1997 


See accompanying notes to financial statements 


Net results of operations for the year $1(40,277) $ 5,601 
Non-cash charges (credits) to operations: 
Amortization of properties 40,988 42,084 
Losses (gains) on write-off, retirement and disposal of properties (952) 437 
Amortization of investment tax credits (353) (475) 
Write-down of properties - 6,358 
Amortization of deferred capital funding (41,461) (50,111) 
Changes in non-cash working capital 22,802 10,205 
Change in deferred pension 43,245 (3,173) 
Change in network restructuring and reorganization charges (13,059) 928 
- Change in other long-term liabilities (832) (894) 
10,101 10,960 
Financing activities 
Capital funding from the Government of Canada ~ 16,443 
Receivable from the Government of Canada 2,944 (5,943) 
2,944 10,500 
Investment activities 
Change in asset renewal fund 27,831 (2,455) 
Temporary investments (33,563) = 
Acquisition of properties (18,332) (16,443) 
Change in advances on contracts - 1,208 
Proceeds from sale of properties 2,525 1252 
Change in accounts payable and accrued liabilities related to properties (250) (389) 
(21,789) (16,847) 
Cash and term deposits 
Increase (decrease) during the year (8,744) 4,613 
Balance, beginning of year 21,477 16,864 
Balance, end of year $ 12,733 $ 21,477 
Represented by: 
Cash SM 174 SLT 24 
Term deposits, 5.1%, maturing in January, 1999 (1997: 4.3%) 11,559 20158 
42,733 $. 21,477 
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mms S tatements 


1. AUTHORITY AND OBJECTIVES 


VIA Rail Canada Inc. is a Crown corporation named in Part I of Schedule III to the Financial 
Administration Act. It was incorporated in 1977, under the Canada Business Corporations Act. The 
Corporation’s vision is to be the best passenger transportation company in Canada with a mission to 
provide high-quality, low-cost passenger service. The Corporation uses the roadway infrastructure of 
other railway companies and relies on them to control train operations. 


The Corporation is not an agent of Her Majesty and is subject to the Income Tax Act (Canada) and 
those of certain provinces. 


2. ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with generally 
accepted accounting principles. The significant accounting policies followed by the Corporation are 
summarized as follows: 


a) Funding from the Government of Canada 


Operating funding, which pertains to services, activities and other undertakings of the 
Corporation for the management and operation of railway passenger services in Canada, is 
recorded in the Statement of operations and retained earnings (deficit). The amounts are 
determined on the basis of operating costs less commercial revenues excluding non-cash 
transactions relating to properties, certain network restructuring and reorganization charges, 
and are based on the operating budget approved by the Government of Canada for each year. 


Funding for depreciable properties is recorded on an accrual basis as deferred capital funding 
on the Balance sheet and amortized on the same basis and over the same periods as the related 
capital assets. Upon disposition of the funded depreciable properties, the Corporation recognizes 
into income all remaining deferred capital funding related to these properties. Funding for non- 
depreciable capital assets is recorded as contributed surplus. 


b) Materials 


Materials are valued at weighted average cost. 
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c) Properties 


Properties acquired from Canadian National Railway and Canadian Pacific Limited at the start 
of operations in 1978 were recorded at the net transfer values while subsequent additions, 
including those acquired under capital leases, are recorded at cost. 


The costs of refurbishing and rebuilding rolling stock and costs associated with other property 
upgrading are capitalized if they are incurred to improve the service value or extend the useful 
lives of the properties concerned; otherwise, costs are expensed as incurred. 


Retired assets are written down to their net realizable value. 


d) Amortization of properties 


Amortization of properties is calculated on a straight-line basis at rates sufficient to write off 
the cost of properties, less their residual value, over their estimated useful lives, as follows: 


Rolling stock 12 to 29 years 
Maintenance buildings 25 years 
Stations and Facilities 20 years 
Infrastructure improvements 5 to 38 years 
Leasehold improvements 5 to 20 years 
Machinery and Equipment 4 to 15 years 
Information systems 3 years 
Other assets 7 to 10 years 


No amortization is provided for projects in progress and retired assets. 


e) Leases 


Properties recorded under capital leases are amortized on a straight-line basis over 20 years, 
which is representative of their useful lives. 


Rental payments under operating leases are expensed as incurred. 


f) Deferred credits 


Investment tax credits are amortized over the estimated useful lives of the related properties. 
The amortization of deferred investment tax credits is recorded as a reduction of the 
amortization of properties. These credits are included in other long-term liabilities. 
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g) Pension plans 


The Corporation has defined benefit pension plans, based on retirement age, compensation and 
length of service, covering all its permanent employees. 


The cost to the Corporation is determined by actuarial valuations which allocate to each year, 
the accrued portion of the benefits based on projections of employees’ compensation levels to 
the time of their retirement, prorated on employees’ years of service. 


Pension expense (Note 13) includes the cost of benefits attributable to services rendered during 
the current year, the amortization of past service costs, the amortization of experience gains and 
losses as well as the amortization of plan amendments. Amortization is calculated on a straight- 
line basis over the expected average remaining service lives of the active employee groups. 


The difference between the accumulated pension expense and the employer’s contributions to 
the pension funds is reflected in the balance sheet as a long-term asset or liability. 
h) Employee termination and special benefits 


Employee termination and special benefits provided for under labour agreements and special 
programmes relate to the restructuring and reorganization of the operations. These benefits are 
recognized when a decision has been approved by management and an estimate of future costs 
can be reasonably calculated. 


Management recognizes changes in the liability from the original estimates based on the results 
of actual experiences. 


i) VIA Préférence program 


The incremental costs of providing travel awards under the Corporation’s VIA Préférence 
frequent traveller reward program are accrued as the entitlements to such awards are earned 
and are included in accounts payable and accrued liabilities. The revenues from the sale of 


point credits to participating partners are recorded as revenue in the year in which the credits 
are sold. 


j) Financial instruments 


The estimated fair value of financial instruments, except for the asset renewal fund, 
approximates their carrying value due to their current nature. 


k) Income taxes 


The Corporation follows the future income tax method of accounting for income taxes. 
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1) Measurement uncertainty 


The preparation of financial statements in accordance with generally accepted accounting 
principles requires management to make estimates and assumptions that affect amounts 
reported in the financial statements and accompanying notes. Network restructuring and 
reorganization charges, amortization of properties, pension charges and contingencies are the 
most significant items where estimates are used. Actual results could differ from those estimates. 


3. ADOPTION OF NEW ACCOUNTING STANDARD—DEFERRED CAPITAL FUNDING 


Effective January 1, 1998 the Corporation adopted the recommendation of the Public Sector 
Accounting and Auditing Board of the Canadian Institute of Chartered Accountants with respect to 
funding received from the Government of Canada for depreciable properties. The Corporation is 
recording the funding as a deferred credit instead of a credit to contributed surplus on the balance 
sheet and is amortizing this credit on the same basis as the amortization of the related properties. 


- This change has been applied retroactively resulting in a reduction of contributed surplus and an 
equivalent increase in deferred capital funding on the balance sheet of $499.2 million (1997: $540.6 
million), an increase in the net results of operations of $41.4 million (1997: $50.1 million) and a 
decrease in the opening contributed surplus of $623.2 million and in the opening deficit of $48.8 
million in 1997. 


This accounting change does not have any impact upon the Corporation’s operating surplus or 
deficit on a government funding basis. 


4. RECONCILIATION OF NET RESULTS OF OPERATIONS TO GOVERNMENT FUNDING BASIS 


The Corporation receives its funding from the Government of Canada based primarily on cash flow 
requirements. Items recognized in the Statement of operations and retained earnings (deficit) in one 
year may be funded by the Government of Canada in different years. Accordingly, the Corporation 
has different net results of operations for the year on a government funding basis than on a 
generally accepted accounting principles basis. These differences are outlined below: 


(in millions of dollars) 


1998 1997 


Net results of operations for the year (40.3) 5.6 
Items not requiring (not providing) operating funds: 
Amortization and gains and losses on properties 40.0 48.9 
Amortization of deferred capital funding (41.4) (50.1) 
Reorganization charges to be funded in 
subsequent years (8.8) 9.2 
Payment of prior years’ reorganization charges (8.0) (10.0) 
Pension 43.3 (3.6) 
Operating funding deficit for the year (see note 6) (15.2) - 
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5. PROPERTIES 


(in millions of dollars) 


1998 1997 


Accumulated Accumulated 
Cost Amortization Net Cost Amortization Net 
Land 3.8 - 3.8 3.8 - 3.8 
Rolling stock 5129 246.8 266.1 509.9 221 282-7 
Maintenance buildings 1595 1399 19.6 159% 7127 86.4 
Stations and Facilities SpA 1341 22.0 Joe iS 21.6 
Infrastructure improvements 92.5 29, 63:7, 92.7 26:71 66.0 
Leasehold improvements 89.4 555 53.9 85.6 529 32,1 
Machinery and Equipment 262 19:9 8.3 2759 18.5 9.4 
Information systems 50.7 42.1 8.6 54.4 53.1 13 
Other assets 20.9 20.4 0.5 20.9 199 1.0 
993.4 506.9 486.5 987.4 482.5 504.9 
Projects in progress Li 17.8 
Retired assets (at net realizable value) DNS DIR 
520.2 544.5 


On December 31, 1998, the gross value of assets under capital leases included above was $3.5 
million (1997: $5.7 million) and related accumulated amortization thereon amounted to $2.3 million 
(1997: $4.2 million). 


Projects in progress primarily consist of station improvements and information systems. 


6. ASSET RENEWAL FUND 


The Corporation has been authorized by the Treasury Board of the Government of Canada to 
segregate proceeds from the sale or lease of surplus assets as well as the operating savings resulting 
from the rationalization of its maintenance activities, in a manner which ensures that these funds 
are retained for future capital projects. 


During the year the Corporation received Treasury Board approval to drawdown from the Asset 
renewal fund $38.2 million. In 1998, $15.2 million was required for operating expenditures and 


518.3 million was required for capital expenditures. These funds are presented in Current Assets as 
Temporary investments. 


[he Asset renewal fund investment decisions are made consistent with the Minister of Finance of 
Canada Financial Risk Management Guidelines for Crown Corporations. 
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The Asset renewal fund includes the following investment instruments: 


(in millions of dollars) 


1998 1997 


Market Market 

Cost value Cost value 
Canadian bonds and discount notes 20.8 22.5 18.8 19.7 
Pooled equity unit trust 22.3 2297 18.6 197 
Cash and short-term investments OAI 0.1 0.1 0.1 
43.2 A5 37.5 39.5 

Less: transfer to Temporary investments 33:5 352 - - 

97 10.1 37.5 39.5 


Canadian bonds and discount notes bear interest at rates varying between 4.25% and 11.25% (1997: 
3.82% and 11.25%) and mature between September 1999 and December 2026. 


The fair value of Canadian bonds, discount notes and pooled equity unit trust is equivalent to the 
market value based on the current bid price at the balance sheet date. 


The Corporation is not encountering any significant market, cashflow or interest rate risk related to 
these investments. 


The temporary investments are carried at the lower of cost and market. 


7. INCOME AND FEDERAL LARGE CORPORATION TAXES 


The Corporation has net timing differences of $70.5 million (1997: $40.3 million) resulting from 
items not deducted for income tax purposes, the benefit of which has not yet been recognized in the 
financial statements. These timing differences generally result from the accrual of pension costs and 
network restructuring and reorganization charges. The corporation has unused tax losses in the 
amount of $11.9 million which will expire in the year 2005. 


8. DEFERRED CAPITAL FUNDING 


(in millions of dollars) 


Balance, beginning of year 540.6 574.4 
Government Funding for depreciable capital assets - 16.3 
Amortization (41.4) (50.1) 
Balance, end of year 499.2 540.6 
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as at December 31, 1998 


9. NETWORK RESTRUCTURING AND REORGANIZATION CHARGES 


The Corporation has incurred expenses related to approved plans for the restructuring of its 
transportation network on October 4, 1989 as well as subsequent reorganizations. 


The present value of the projected cost is recorded as a liability. As at December 31, 1998 a 
provision of $25.2 million (1997: $42.1 million), of which $16.0 million (1997: $29.1 million) is 
reflected as a long-term liability, has been recorded to provide for the on-going costs of severance 
payments and employment security benefits governed by labour agreements, special programmes 
and arbitration decisions which may extend over several years. The provision was adjusted to reflect 
the effects of the new collective agreements that were signed in 1998. 


10. SHARE CAPITAL 


The authorized share capital of the Corporation is comprised of an unlimited number of common 
shares of no par value. As at December 31, 1998 and 1997, 93,000 shares at $100 per share are 
issued and fully paid. 


11. CONTRIBUTED SURPLUS 


Contributed Surplus represents the Capital Funding from the Government of Canada of $3.8 million 
(1997: $3.8 million) for investments in land. 


12. COMMITMENTS 


a) The future minimum payments relating to operating leases mainly for real estate and computer 
equipment are as follows: 


(in millions of dollars) 


1999 oe 
2000 eal 
2001 5.1 
2002 bil 
2003 4.6 
Subsequent years up to 2047 2337 

58.7 


b) Effective January 1, 1989 as well as in 1997 and 1998, the Corporation entered into a train 
service agreement and other agreements for the use of tracks and control of train operations. 
These agreements expire up to December 31, 2008. 


c) The Corporation has issued letters of credit totalling approximately $8.2 million (1997: $7.6 
million) to various provincial government workmen’s compensation boards as security for future 


payment streams. These financial instruments can only be exercised upon an unlikely default of 
payment event. 
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13. PENSION PLANS 


The latest actuarial valuations of the pension plans were carried out as at December 31, 1997 by 
external actuaries who are members of the Canadian Institute of Actuaries. Based on these 
valuations and actuarial projections for 1998, the accumulated plan benefits as at December 31, 
1998 are $961.2 million (1997: $825.4 million). The net assets available to provide for these benefits 
at actuarial adjusted market values as at that date amount to $1,027.5 million (1997: $1,003.0 
million). 


(in millions of dollars) 


1998 1997 


Pension Expense: 


Current service cost 9.0 52 
Past service amortization a 9.8 
‘Amortization of 1998 plan amendments 14.1 - 
Amortization of experience gains (30.5) (18.6) 
Plan amendment for early retirement program 39.4 - 
Interest charges on accrued liabilities 13 ~ 
43.2 (3.6) 


Deferred pension: 


Balance, beginning of year 62) 0.4 
Pension expense 432 (3.6) 
Balance, end of year 40.0 (3.2) 


14. RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created 
departments and agencies, and enters into transactions with these entities in the normal course of 
business on trade terms applicable to all individuals and enterprises and are recorded at exchange 
value. 
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15. CONTINGENCY 


Under the terms of an ancillary agreement to the collective labour agreements between VIA Rail, 
Canadian National Railway and their respective unions, certain employees of VIA Rail have elected 
to transfer back to Canadian National Railway because they are unable to hold a regular road 
assignment at VIA Rail. 


Canadian National Railway is contesting the right of these employees to exercise their flow back 
rights under this Agreement which has been in place since 1987. 


In the opinion of management, the employees concerned have the right to flow back to Canadian 
National Railway. Since 1987, Canadian National Railway has never claimed from VIA Rail for any 
employee that has exercised flow back rights under this agreement. 


At this time, no reasonable estimate as to the existence of a liability can be made. 


16. UNCERTAINTY DUE TO THE YEAR 2000 ISSUE 


The Year 2000 issue arises because many computerized systems use two digits rather than four to 
identify a year. Date-sensitive systems may recognize the year 2000 as 1900 or some other date, 
resulting in errors when information using year 2000 dates is processed. In addition, similar 
problems may arise in some systems which use certain dates in 1999 to represent something other 
than a date. The effects of the year 2000 issue may be experienced before, on or after January 1, 
2000 and if not addressed, the impact on operations and financial reporting may range from minor 
errors to significant systems failure which could affect the Corporation’s ability to conduct normal 
business operations. 


The Corporation has undertaken an enterprise-wide initiative to address the Year 2000 issue and is 
implementing a comprehensive plan to prepare date-sensitive systems to recognize the change. 
However, it is not possible to be certain that all aspects of the Year 2000 issue affecting the 
Corporation, including those related to the efforts of customers, suppliers or other third parties, will 
be fully resolved. 
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VIA Rail Canada 


U " 
enues; BY 
enger rail as’6l 


eceived $170-millio 
ne network today as in 
Lof service than ever before. 


ion of this success, VIA was named 
ail in 1999. : ' 


.contribute about $1.8 billion ani ss domestic 


operates more than 7 cting over 450 Canadian commu 
_ With some 2,90 engers over more than 931 million 4 
in 1999, : | 


nr ndary transcontinental service catersgnainly to domestic and foreign toufisi 
- markets. The Canadia unning thrice-weekly between Toronto and Vancouver, was named one of the 
top five “Great Journe orld” by National Geographic, and one of the “Best Rail Experiences of the 
World” by the Internatio Traveler. | 


wate 


n the Québec Cit D LAS trains provide intercity passengers with fast, convenient, comfortable 
and affordable service, downtt bwntown between Canada’s largest business centres. VIA 1 service offers 
first-class amenities, as well as hassle-free environment allowing business travellers to work or relax. 


the Ocean™ ix times a week between Montréal and Halifax, offering first class 


amenities with its friendlygEaster ice. The Chaleur™ makes three trips each week from Montréal through 
the Gaspé Peninsula. 


VIA operat vices designated by the government to meet regional transportation needs. 


feet YEAR Al A GLANCE 


The key financial indicators and operating statistics summarize the performance of the corporation with 1990 
representing the first year of the current passenger rail network. 


1999 1998 1997. 1996 


VOW LCIATARICTA IKITRIC ATADC 


ed ik BS ty INUILF NUICLAIURD 


(in millions of dollars) 


Total operating revenue 220:6 200:2 190.5 1845 175.0 176.4 164.2 155.8 150.1 142.8 
* Cash operating expenses 389.1 382.6 386.5 389.8 397.3 438.5 485.2 487.1 478.1 493.3 
Capital Expenditures 10.9 18.3 16.4 20.7 39.6 253 11.8 44.7 40.1 3125 
** Total Government funding 170.0 178.4 228.7 245.2 295.4 318.2 348.1 388.9 392.8 441.5 


INC TP A TICTI 


UE ENALIINU OLALIOLIVO 


* Revenue/Cash operating 


expenses ratio (%) 56.7 5231493 47.3 440 40.2 33.8 32.0 31.4 28.9 
Total passengers carried (000’s) STORES O04 GaSe 65S 66 ONES 59/5 060-570 601 3.633) 5-536 
Total passenger miles (000,000’s) 931 856 884 892 859 834 820 817 820 785 
Government operating funding 

per passenger mile (cents) 18.3 20.8 24.0 25.2 29.8 35.1 41.0 42.1 43.0 52.2 
Train miles operated (000’s) 6,448 6,325 6,482 6,472 6,219 6,524 6,515 6,483 6,247 6,365 
Car miles operated (000’s) 43,168 42,068 41,242 40,491 37,100 36,351 35,861 35,993 35,890 35,767 
Average passenger load factor (%) 5g 56 58 59 61 60 59 57 58 57 
Average number of passenger miles 

per train mile 144 135 136 138 138 128 126 126 131 123 
On-time performance (%) 84 81 84 84 86 87 90 90 90 88 
Number of employees at year-end 2,909 2,952 2,969 3,000 3,178 3,718 4,131 4,478 4,402 4,525 


** Excludes internal funding from the Asset Renewal Fund of 16.5M in 1999 and 33.6M in 1998 as described in Note 5 
of the financial statements. 


Marc LEFRANGOIS 


| | Chaïtman of th 


The last year of the 20" century was the best year in the history of VIA Rail. In terms of revenue growth, ridership, 


on-time performance, and cost management - in fact, virtually every measure of performance - VIA met or 


exceeded its targets. 
This is an extraordinary accomplishment. 


When I came to VIA as Chairman of the Board in 1993, the corporation faced many difficult questions - questions 
about the place of passenger rail in the Canadian transportation sector, about the ability of VIA Rail to respond to 
a changing marketplace, and - above all - about VIA’s ability to maintain a viable service with dramatically lower 


funding levels from the federal government. 


Every year since then, the people of VIA have worked hard at answering those questions. In the process, they have 


transformed VIA into one of the finest, best managed corporations in Canada. 


VIA’s management team has developed an operational, financial management and marketing expertise second to 
none. Every single employee has brought an astonishing level of energy and professionalism to the job, every day. 
VIA’s Board of Directors has consistently supported and guided VIA’s efforts to be not just a viable player, but an 


industry leader in the Canadian transportation marketplace. 


It is both an honour and a pleasure to be part of this effort. VIA Rail has eliminated an impressive $271 million 
from its annual funding level and it has done this while improving and adding new products and services across 
the country. Most importantly, it has shown that a modem, efficient, well-managed passenger rail service is capable 


of responding to the future needs of Canadians, in a way that no other passenger service can do. 


There is no question that passenger rail has a place in a national transportation system for the 21“ century. Such 
a system must be increasingly sensitive to the need for safety, environmental responsibility, value for money, and 
to the problems of traffic congestion on the roads and in the air. VIA’s shareholder, the Government of Canada, 
has recognized that passenger rail can address these concerns. The Minister of Transport, the Honourable David 
Collenette, in particular, has demonstrated an unequivocal commitment to good public transportation, and to a 
long-term policy for passenger rail that reflects the needs of Canadian travellers. 

Developing such a long-term strategy is a very difficult task, and VIA Rail continues to work closely with the 


Minister of Transport to resolve the complex issues involved in financing a modern passenger rail service. 


! am confident that these issues will be resolved soon. And I am confident that VIA Rail is ready to serve Canadians 
well and to earn its place in the future — competing for investment, for customers, and for a growing share of the 


market, as the best passenger transportation service in Canada. 


Hie Y fans 


MARC LEFRANÇOIS 


Chairman of the Board 


Throughout the 1990s, VIA Rail worked hard to streamline operations, to reposition itself in the marketplace, and to revitalize 
passenger rail for Canada’s future. In 1999, those efforts came together better than ever before. We ended the 
decade - and the century - with an outstanding year. And we ended the year with something special. 


On New Year's Eve, people across the country got on board to take the train into the new millennium. VIA’s six 
“millennium trains” offered an opportunity to celebrate the dawn of a new century in a way that is uniquely 
Canadian. One hundred years ago, passenger rail helped to bring Canada into the 20th century. As the century 
closed, a renewed passenger rail service was moving with confidence into Canada’s future. The millennium trains 
demonstrated that confidence - and they were filled to capacity. 


In 1999, we demonstrated that VIA Rail is not only a competent passenger service operator: we are also a smart, 
innovative leader in passenger transportation. We know the market. We know how to develop products and 
services that respond to the market. We have the solid business expertise - the people, the financial know-how, 
the management skills - to deliver that product effectively. 


The numbers tell the story: 


e Revenues for 1999 totaled $220.6 million - $20.4 million higher than in 1998, and almost $78 million more 
than in 1990. 


e Operating expenses were down $104.2 million compared to 1990. 
e Government funding was the lowest in recent history - more than 60 percent lower than in 1990. 


e We carried more passengers - almost 3.8 million - and logged more passenger miles - 931 million - 


our best performance of the decade. 
e At 56.7 percent, our revenue/cost ratio is almost double what it was in 1990, and VIA’s best result ever. 
e In terms of market growth, we outperformed virtually every other player in the travel industry. 


Our financial performance was especially remarkable, given the unexpected costs we absorbed during the 

year. Costs resulting from rail accidents in 1999, the implementation of safety recommendations following the 
1997 Biggar accident, and from Y2K compliance initiatives all added up to higher operating costs than we had 

hoped for. 

Given the tight financial situation, we kept capital expenditures to a minimum at $10.9 million - the lowest amount 

in recent memory. With lower capital spending, and dramatically increased revenues, we managed to absorb the 


extra costs over the year without exceeding our approved budget. 


The end result demonstrates VIA’s capabilities as a corporation. As we enter a new century, VIA is presenting 
the new face of passenger rail to Canadians - as the well-managed, smart, innovative leader in passenger transportation. 


THE FACE OF VIA’S PEOPLE 
It is the people of VIA who bring this new face to the future. I cannot 
emphasize enough the important contribution that each and every 


employee at VIA made to our success in 1999. 


We have worked hard at VIA to create a corporate culture where 
everyone is treated with respect. We give them the tools they need to 
do their job. We invest in them through training and development. But 
ultimately, it is their commitment to do their job well, to use the tools 
available, to exercise their skills effectively, that makes everything 


work. At VIA, that level of individual commitment is incredible. 


In 1999, VIA continued to invest substantial time and effort in training, 
and in enhancing communication between people - both within and 
outside of the organization. For example, an important element of our 
training for locomotive engineers involves direct, hands-on contact 
with operations in our maintenance centres. We believe that when the 
people who operate our trains understand what goes on in the shop - 
and when the people in maintenance understand the job that the 


engineers have to do - everyone does their job better. 


This approach to training and communication was 
particularly important during the first full year of 


VIA’S PEOPLE 


operation under our New Era Passenger Operation 
(NEPO) initiative. Under NEPO the conductor and 
assistant conductor positions were merged with the 


locomotive engineer position, giving all customer- 


contact responsibilities to a single on-train 
employee in charge of customer service. The 
transition to NEPO required extensive training, to 
ensure not only better customer service but the safe 
operation of our trains. In 1999, this effort paid off, 
as operations under NEPO became established and 


functioned extremely well. 


THE FACE OF SAFETY 


Our commitment to safety has become more visible, and directly 
involves every employee more than ever before. In May, VIA officially 
launched a new safety policy under the slogan “Safety First and 
Foremost” I have made it my personal commitment to make safety the 
first focus of attention for every employee, every day. 

"his priority on safety is reflected in the appointment of a senior 
executive in charge of safety and in the new Executive Safety Council, 
which I personally chair. The executive council regularly reviews 
reports from 20 Safety and Health Committees across the country, and 
when an issue is raised for action - action is taken. 

The Safety Council is part of the new Safety Management System 
that VIA is developing - one of the first in the Canadian rail industry. 
As part of this system, VIA also invested in state-of-the-art 
emergency response software. 

The Safety Management System was initiated following a review of 
VIA operations in 1998 by Terry Worrall and Colin Churcher, two rail 
safety experts. Mr. Churcher conducted a follow-up review in 1999. 


In his report, Mr. Churcher notes “a new attitude at VIA. Everywhere 


I went, I was aware of greater emphasis being placed on safety.” 


Unfortunately, many rail accidents are the result of circumstances 
beyond our control, as when a motor vehicle attempts to cross tracks 
in front of a train. The only way to avoid such incidents is through 
public education. We continue to work closely with initiatives such as 
Operation Lifesaver to alert the public to the dangers of trying to “beat 
the train”. 


In 1999, an accident near Thamesville, Ontario, claimed the lives of 
two locomotive engineers. We were all deeply affected by the tragic 
deaths of Don Blain and Kevin Lihou. Everyone at VIA is committed 


to ensure that such an incident will not happen again. 


THE FACE OF GOOD MANAGEMENT 


VIA's bottom line for 1999 attests to the expertise of VIA’s 
management team. Throughout the year, we continued to stress the 
fundamentals of operating passenger rail as a business. Sound 
financial management, enhanced productivity, and operating 
economies all helped to reduce costs. Quality service, clearly 
focused on the needs of the customer, helped to generate 
significant revenue growth. A first-rate marketing team, and 
innovative product development, helped to increase traffic and get 


more people on our trains. 


One of our noteworthy achievements in 1999 was an improvement 
in on-time performance - the first major improvement in ten years. 
On-time performance is one of the biggest factors influencing a 
customer’s decision to take the train, and the good results achieved 
in 1999 came about through a lot of hard work, and persistent, 
day-to-day management. Senior management made it a priority to 
track performance every day, to identify performance problems, and to 


follow them through to their resolution. 


Since on-time performance is directly affected by the rail 
infrastructure - and since most of that infrastructure is owned and 
maintained by the freight railways - VIA made a successful effort to 
improve communications with the operators in the field. VIA 
managers now meet regularly with other railway managers responsible 
for train scheduling and infrastructure operations. We understand 
better than ever before the constraints they are working under. 
They understand better than ever before our expectations with respect 
to performance. As a result, we can identify and resolve many 
potential problems before they arise, or adjust our own operating 
schedules when necessary. 


A second important accomplishment for the year was the successful 
upgrading of our management information systems, as part of VIA’s 
Y2K compliance initiatives. All key financial and human resource 
systems were replaced or upgraded to a state-of-the-art, compliant 
operating platform. Every technical system which could be affected by 
the Y2K bug was thoroughly tested, and upgraded if necessary. 


All systems operated flawlessly into the new year. 


VIA's Equipment Maintenance department is continuing work towards 
ISO 9002 certification, developing quality standards, principles of 
process management and control, and regular compliance testing. We 
expect to achieve ISO 9002 certification in the year 2000. We 
are also applying for ISO 14001 certification for all environmental 
management activities within Equipment Maintenance. Applying these 
standards to such activities as recycling materials and handling toxic 
substances will help to ensure that passenger rail remains one of the 


most environmentally responsible transportation options in Canada. 


THE FACE OF VIA IN THE MARKETPLACE 


Passenger rail is increasingly recognized in the marketplace as 
more than just a viable transportation alternative. It is a smart 
choice for travellers. 


VIA has developed a high level of expertise in identifying and serving 
key market segments where passenger rail is the smart choice for 
consumers. We enjoyed particularly strong growth in the tourism 
market, with our Silver & Blue™ service on the Canadian in the West 


and our Easterly class service on the Ocean in the East. 


Early in the year, we introduced a new airport shuttle and seamless 
baggage-handling service, called AirConnect™, to meet the needs of 
passengers travelling to Montreal to catch flights from Dorval 
International Airport. We also added one more Ottawa-Montréal 
frequency, scheduled to coincide with international arrivals and 
departures at the airport. In December, we introduced major 
improvements to VIA Préférence”, our customer rewards program with 
more than 200,000 members. The program now offers our most loyal 
customers an enriched package of rewards, and a new travel 


redemption option for short-distance trips. 


VIA began exploring a number of new market opportunities during 
1999. For example, we launched a pilot project in November, in 
partnership with Amtrak, to test the viability of a new express package 
service, carrying express shipments between Toronto and Chicago. We 
also began preparing new product and service offerings for the year 
2000, which will enhance our response to the needs of business 


travellers in the Corridor. 


THE FACE OF VIA IN CANADA 


I believe that VIA’s success in 1999 is ultimately due to the fact that 
passenger rail offers a vital contribution to meet Canada’s emerging 


and future transportation needs. 


Canadians are moving back to passenger rail, in part because 
they are fed up with congested highways. They are moving back 
to passenger rail because they want transportation that offers 
excellent value for their money. They are moving back to passenger 
rail because it is an important part of our heritage, and an important 


part of this country’s future. 


™ Trademark owned and used by VIA Rail Canada Inc. 
@VIA Préférence is a registered trademark of VIA Rail Canada Inc. 


We at VIA Rail are proud to operate Canada’s national passenger rail 
service, and we are very mindful of the responsibility this entails - a 
responsibility to serve Canadians well, to respond to the future, and to 
celebrate our heritage. 


Canadian passenger rail is recognized as one of the most innovative, 
best run, best managed services in the world. Naturally, VIA is very 
gratified by this recognition as a corporation. But we are even more 
gratified that this recognition is given to us as Canada’s passenger 
rail network. 


Our new official logo adopted in 1999 reflects our commitment 
to Canada and Canadians. Combining the old VIA logo with the 
Canada wordmark and the maple leaf, the new symbol reinforces 
Canadians’ pride in, and ownership of, their national passenger 
rail system. It conveys our pride to our customers, and to our 
employees. And it provides a constant reminder of why we are here: 
to serve Canadians. 


It is by serving Canadians well that passenger rail will grow 
and prosper. 


THE FUTURE 


The face of VIA Rail today is that of an organization 


THE fe 
stronger, healthier, and more focused on the needs of PR 
the Canadian marketplace than ever before. There is 


enormous potential for passenger rail to grow in the 


years ahead. 


There are also many challenges to overcome before 
that potential can be realized. The most important 
challenge is to provide passenger rail with access to 
the capital it needs to replace ageing equipment, and 
to modernize the infrastructure so that it can support 


new, more frequent, and faster train services. 


The need for capital investment is critical, and urgent. 
The federal government recognizes the urgency, and is exploring a 
number of new, innovative ways to finance passenger rail services for 
the future. 


I am confident that a sound, durable, fiscally responsible solution 
can and will be found. Everyone at VIA Rail Canada shares 
this confidence. We are ready to move forward, to build on the 
momentum of 1999, and to make passenger rail the industry leader 


in the year 2000 and beyond. 


où GRAS ee 
à 


Rob Morrison 
President and Chief Executive Officer 
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ANAGEMENT REPORT 


Year ended December a 1900 


Management of the Corporation is responsible for the preparation and integrity of the financial 
statements contained in the Annual Report. These statements have been prepared in accordance 
with generally accepted accounting principles and necessarily include some amounts that are 
based on management’s best estimates and judgement. Financial information used elsewhere in 
the Annual Report is consistent with that in the financial statements. Management considers that 
the statements present fairly the financial position of the Corporation, the results of its operations 
and its cash flows. 


To fulfill its responsibility, the Corporation maintains systems of internal accounting controls, 
policies and procedures to ensure the reliability of financial information and the safeguarding of 
assets. The internal control systems are subject to periodic reviews by Samson Bélair/Deloitte & 
Touche, general partnership, as internal auditors. The external auditors, the Auditor General of 
Canada and Raymond Chabot Grant Thornton, general partnership, have audited the 
Corporation’s financial statements and their report indicates the scope of their audit and their 
opinion on the financial statements. 


The Audit Committee of the Board of Directors, consisting solely of outside Directors, meets 
periodically with the internal and external auditors and with management, to review the scope of 
their audits and to assess reports on audit work performed. The financial statements have been 
reviewed and approved by the Board of Directors on the recommendation of the Audit Committee. 


€. 


NET fk pee 


ee 
Rop Morrison J.R. PAQUETTE 
President and Vice-President, 
Chief Executive Officer Planning and Finance, 


and Treasurer 


Montréal, Canada 
February 9, 2000 


UDITORS REPORT 


TO THE MINISTER OF TRANSPORT 


We have audited the balance sheet of VIA Rail Canada Inc. as at December 31, 1999 and the 
statements of operations and deficit and cash flows for the year then ended. These financial 
statements are the responsibility of the Corporation’s management. Our responsibility is to 
express an opinion on these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at December 31, 1999 and the results of its operations and its cash 
flows for the year then ended in accordance with generally accepted accounting principles. 

As required by the Financial Administration Act, we report that, in our opinion, these principles 
have been applied on a basis consistent with that of the preceding year. 


Further, in our opinion, the transactions of the Corporation that have come to our notice during 
our audit of the financial statements have, in all significant respects, been in accordance with 
Part X of the Financial Administration Act and the regulations, the Canada Business Corporations 
Act and the articles and the by-laws of the Corporation. 


Kaxgnetrid Cabot Gran Gera for CE 


RAYMOND CHABOT GRANT THORNTON L. Dents DESAUTELS, FCA 


General partnership Auditor General of Canada 
Chartered Accountants 


Montréal, Canada Ottawa, Canada 
February 9, 2000 February 9, 2000 


INANCIAL STATEMENTS 


As at December 51 


BALANCE SHEET 
(in thousands) 


Notes 1999 1998 
Current assets 
Cash and term deposits $ 3,846 $ 12,733 | 
Accounts receivable, trade 11,262 7,668 
Accounts receivable, other 15,682 3,645 
Receivable from the Government of Canada - 23,678 
Temporary investments 6 50,039 33,563 
Materials 16,535 16,111 
97,364 97,398 
Long-term assets 
Properties 4 487,823 520,255 
Asset renewal fund 5 and 6 28,260 9,682 
516,083 529,937 | 
$ 613,447 $ 627,335 
Current liabilities 
Accounts payable and accrued liabilities $ 86,965 $ 79,217 
Deferred revenue 5,037 4,805 
92,002 84,022 
Long-term liabilities 
Deferred pension 8 41,697 40,072 
Network restructuring and reorganization charges 9 14,408 16,029 
Other 5589 5,989 
61,644 62,090 
Deferred capital funding 10 487,107 499,211 
Shareholder’s deficiency 
Share capital 11 9,300 9,300 
Contributed surplus 12 4,345 3,812 
Deficit (40,951) (31,100) 
(27,306) (17,988) 
$ 613,447 $ 627,335 


See accompanying notes to financial statements 


Signed on behalf of the Board, 


ANTHONY FRIEND, Q.C. MARC LEFRANÇOIS | 
Director and Chairman of the Audit Committee Director and Chairman of the Board 


FINANCIAL STATEMENTS 


Year ended December 51 


STATEMENT OF OPERATIONS AND DEFICIT 
(in thousands) 


: Notes 1999 1998 

Revenue 
Passenger $ 202,096 $ 185,861 
Other 18,527 14,297 

220,623 200,158 
Expenses 
Customer services 223,815 228,020 
Equipment maintenance 77,459 75,840 
Marketing and sales 25.909 28,928 
Support services 38,643 35,196 
General and administrative 21812. 16,101 
Pension 8 17625 43,244 
Amortization 41,951 39,683 
Reorganization charges 9,543 (5,538) 

440,757 461,474 
Net operating loss before 
funding from the Government of Canada 220,134 261,316 
Operating funding from the Government of Canada 170,000 178,413 
Amortization of deferred capital funding 42,071 41,461 
Net results of operations before taxes net (8,063) (41,442) 
Income and federal large corporation taxes - 1,788 (1,165) 
Net results of operations for the year (9,851) (40,277) 
Retained earnings (deficit), beginning of year (31,100) 9,177 
Deficit, end of year | $ (40,951) $ (31,100) 


See accompanying notes to financial statements 


FINANCIAL STATEMENTS 


Year ended December 5] 


STATEMENT OF CASH FLOWS 
(in thousands) 


1999 19982 
(0) 


perating activities 


Net results of operations for the year $ (9,851) $ (40,277) 


Non-cash charges (credits) to operations: 


Amortization of properties 41,100 40,988 
Losses (gains) on write-off, retirement and disposal of properties 1,199 (952) 
Amortization of investment tax credits (348) (353) 
Amortization of deferred capital funding (42,071) (41,461) 
Changes in non-cash working capital 18,727 22,802 
Change in deferred pension 1,625 43,245 
Change in network restructuring and reorganization charges (1,621) (13,059) 
Change in other long-term liabilities (102) (832) 

8,658 10,101 


Financing activities 


Capital funding from the Government of Canada 30,500 - 
Receivable from the Government of Canada ~ 2,944 


Investment activities 


Change in asset renewal fund (18,578) 27,831 
Change in temporary investments (16,476) (33,563) 
Acquisition of properties (10,910) (18,332) 
Proceeds from sale of properties 1,043 2525 

Change in accounts payable and accrued liabilities 
related to properties (3,124) (250) 
(48,045) (21,789) 


Cash and term deposits 


Decrease during the year (8,887) (8,744) 
Balance, beginning of year 12,733 21,477 
Balance, end of year $ 3,846 S 12,723 
Represented by: 
Cash $ (583) $ 1,174 
Term deposits, 5.06%, 
maturing in January, 2000 (1998: 5.1%) 4,429 11,559 


$ 3,846 $. 12733 


See accompanying notes to financial statements 


OTES TO FINANCIAL STATEMENTS 


Ay at December 51, 1999 


1. AUTHORITY AND OBJECTIVES 


VIA Rail Canada Inc. is a Crown corporation named in Part I of Schedule III to the Financial 
Administration Act. It was incorporated in 1977, under the Canada Business Corporations Act. 
The Corporation’s vision is to be the best passenger transportation company in Canada with a 
mission to provide high-quality, low-cost passenger service. The Corporation uses the roadway 
infrastructure of other railway companies and relies on them to control train operations. 


The Corporation is not an agent of Her Majesty and is subject to the Income Tax Act (Canada) and 
those of certain provinces. 


2. ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with generally 
accepted accounting principles. The significant accounting policies followed by the Corporation are 
summarized as follows: 


a) Funding from the Government of Canada 


Operating funding, which pertains to services, activities and other undertakings of the 
Corporation for the management and operation of railway passenger services in Canada, is 
recorded in the Statement of operations and deficit. The amounts are determined on the basis of 
operating costs less commercial revenues excluding non-cash transactions relating to properties, 
certain network restructuring and reorganization charges, and are based on the operating 
budget approved by the Government of Canada for each year. 


Funding for depreciable properties is recorded on an accrual basis as deferred capital funding 
on the Balance sheet and amortized on the same basis and over the same periods as the related 
capital assets. Upon disposition of the funded depreciable properties, the Corporation recognizes 
into income all remaining deferred capital funding related to these properties. Funding for 
non-depreciable capital assets is recorded as contributed surplus. 


b) Materials 


Materials are valued at weighted average cost. 


NOTES TO FINANCIAL STATEMENTS 


As at December 51, 1999 


c) Properties 


Properties acquired from Canadian National Railway and Canadian Pacific Limited at the start 
of operations in 1978 were recorded at the net transfer values while subsequent additions, 
including those acquired under capital leases, are recorded at cost. 


The costs of refurbishing and rebuilding rolling stock and costs associated with other property 
upgrading are capitalized if they are incurred to improve the service value or extend the useful 
lives of the properties concerned; otherwise, costs are expensed as incurred. 


Retired assets are written down to their net realizable value. 


d) Amortization of properties 


Amortization of properties is calculated on a straight-line basis at rates sufficient to write off 
the cost of properties, less their residual value, over their estimated useful lives, as follows: 


Rolling stock 12 to 29 years 
Maintenance buildings 25 years 
Stations and Facilities 20 years 
Infrastructure improvements 5 to 38 years 
Leasehold improvements 5 to 20 years 
Machinery and Equipment 4 to 15 years 
Information systems 3 to 7 years 
Other assets 3 to 10 years 


No amortization is provided for projects in progress and retired assets. 


e) Leases 


Properties recorded under capital leases are amortized on a straight-line basis over 20 years, 
which is representative of their useful lives. 


Rental payments under operating leases are expensed as incurred. 


f) Deferred credits 


Investment tax credits are amortized over the estimated useful lives of the related properties. 
The amortization of deferred investment tax credits is recorded as a reduction of the 
amortization of properties. These credits are included in other long-term liabilities 


g) Pension plans 


The Corporation has defined benefit pension plans, based on retirement age, compensation and 
length of service, covering all its permanent employees. 


The cost to the Corporation is determined by actuarial valuations which allocate to each year, 
the accrued portion of the benefits based on projections of employees’ compensation levels to 
the time of their retirement, prorated on employees’ years of service. 


NOTES TO FINANCIAL STATEMENTS 


Ag at December Sih 1999 


Pension expense (Note 8) includes the cost of benefits attributable to services rendered during the 
current year, the amortization of past service costs, the amortization of experience gains and losses 
as well as the amortization of plan amendments. Amortization is calculated on a straight-line basis 
over the expected average remaining service lives of the active employee groups. 


The difference between the accumulated pension expense and the employer’s contributions to 
the pension funds (Deferred pension) is reflected in the Balance sheet as a long-term liability. 
h) Employee termination and special benefits 


Employee termination and special benefits provided for under labour agreements and special 
programmes relate to the restructuring and reorganization of the operations. These benefits are 
recognized when a decision has been approved by management and an estimate of future costs 
can be reasonably calculated. 


Management recognizes changes in the liability from the original estimates based on the results 
of actual experiences. 
i) VIA Préférence program 


The incremental costs of providing travel awards under the Corporation’s “VIA Préférence” 
frequent traveller reward program are accrued as the entitlements to such awards are earned and 
are included in accounts payable and accrued liabilities. The revenues from the sale of point 
credits to participating partners are recorded as revenue in the year in which the credits are sold. 


j) Financial instruments 


The estimated fair value of financial instruments, except for the asset renewal fund and 
temporary investments, approximates their carrying value due to their current nature. 


The temporary investments are carried at the lower of cost and market. 


The asset renewal fund is carried at cost. 


NOTES TO FINANCIAL STATEMENTS 


As at December 51, 1999 


k) Income taxes 


The Corporation follows the future income tax method of accounting for income taxes. 


1) Measurement uncertainty 


The preparation of financial statements in accordance with generally accepted accounting 
principles requires management to make estimates and assumptions that affect amounts 
reported in the financial statements and accompanying notes. Network restructuring and 
reorganization charges, amortization of properties, pension charges and contingencies are the 
most significant items where estimates are used. Actual results could differ from those estimates. 


3. RECONCILIATION OF NET RESULTS OF OPERATIONS TO GOVERNMENT FUNDING BASIS 


The Corporation receives its funding from the Government of Canada based primarily on cash flow 
requirements. Items recognized in the Statement of operations and deficit in one year may be funded 
by the Government of Canada in different years. Accordingly, the Corporation has different net 
results of operations for the year on a government funding basis than on a generally accepted 
accounting principles basis. These differences are outlined below: 


(in millions of dollars) 


1999 1998. 


Net results of operations for the year (9.8) (40.3) 
Items not requiring (not providing) operating funds: 
Amortization and gains and losses on properties 42.3 40.0 
Amortization of deferred capital funding (42.1) (41.4) 
Reorganization charges to be funded in subsequent years 6.4 (8.8) 
Payment of prior years’ reorganization charges (4.4) (8.0) 
Pension 1.6 43.3 
Operating funding deficit for the year (see note 5) (6.0) (252) 


NOTES TO FINANCIAL STATEMENTS 


As at December 51, 1999 


4. PROPERTIES 


(in millions of dollars) 


1999 1998 


Accumulated Accumulated 
Cost Amortization Net Cost Amortization Net 
Land 4.3 = 4.3 3.8 = 3.8 
Rolling stock 510.4 267.6 242.8 5129 246.8 266.1 
Maintenance buildings 159.6 84.1 755 159.5 795 79.6 
Stations and Facilities 34.0 14.2 19:8 354 4321 22.0 
Infrastructure improvements 92,9 3157 61.2 925 292 6377 
Leasehold improvements 88.3 59.0 205 89.4 55.5 539 
Machinery and Equipment 29/0 215 15 28.2 199 5.3 
Information systems 5972 48.5 10.7 50.7 42.1 8.6 
Other assets 18.8 18.6 02 20.9 20.4 0.5 
996.5 545.2 451.3 993.4 506.9 486.5 
Projects in progress 15.0 1251 
Retired assets (at net realizable value) 21.5 21,6 
487.8 520.2 


On December 31, 1999 the gross value of assets under capital leases included above was $3.2 million 
(1998: $3.5 million) and related accumulated amortization thereon amounted to $2.2 million 
(1998: $2.3 million). 


Projects in progress primarily consist of equipment and information systems. 


5. ASSET RENEWAL FUND 


The Corporation has been authorized by the Treasury Board of the Government of Canada to 
segregate proceeds from the sale or lease of surplus assets as well as the operating savings resulting 
from the rationalization of its maintenance activities, in a manner which ensures that these funds 
are retained for future capital projects. 


During the year, the Corporation received $30.5 million from the Government of Canada as a 
replenishment of the Asset renewal fund. After Treasury Board approval, the Corporation drew 
down from the Asset renewal fund $5.6 million (1998: $15.2 million) for operating expenditures 
and $10.9 million (1998: $18.3 million) for capital expenditures. 


NOTES TO FINANCIAL STATEMENTS 


As at December 51, 1999 


6. TEMPORARY INVESTMENTS AND ASSET RENEWAL FUND 


The investment decisions for the Temporary investments and Asset renewal fund are consistent with 
the Minister of Finance of Canada Financial Risk Management Guidelines for Crown Corporations. 


The Temporary investments and Asset renewal fund include the following investment instruments: 


(in millions of dollars) 


1999 1998 


Market Market 

Cost value Cost value 
Canadian bonds and discount notes 30.3 30.6 20.8 Des 
Pooled equity unit trust 38.1 46.8 223 22% 
Cash and short-term investments 9.9 9.9 on 0.1 
Balance, end of year 78.3 87.3 43.2 45.3 

Represented by: 

Temporary investments 50.0 559 33.5 35:2 
Asset renewal fund 28.3 Syl A! 9.7 10.1 
78.3 87.3 43.2 45.3 


Canadian bonds and discount notes bear interest at rates varying between 4.00% and 11.25% 
(1998: 4.25% and 11.25%) and mature between January 2000 and December 2031. 


The fair value of Canadian bonds, discount notes and pooled equity unit trust is equivalent to the 
market value based on the current bid price at the balance sheet date. 


The Corporation is not encountering any significant market, cashflow or interest rate risk related to 
these investments. 


7. INCOME AND FEDERAL LARGE CORPORATION TAXES 


The Corporation has net timing differences of $75.7 million (1998: $70.5 million) resulting from items 
not deducted for income tax purposes, the benefit of which has not yet been recognized in the 
financial statements. These timing differences generally result from the accrual of pension costs and 
network restructuring and reorganization charges. The Corporation has unused tax losses in the 
amount of $9.7 million which will expire in the year 2005. 


NOTES TO FINANCIAL STATEMENTS 


As at December 31, 1999 


8. PENSION PLANS 


The latest actuarial valuations of the pension plans were carried out as at December 31, 1998 by 
external actuaries who are members of the Canadian Institute of Actuaries. Based on these valuations 
and actuarial projections for 1999, the accumulated plan benefits as at December 31, 1999 are 

$981.8 million (1998: $961.2 million). The net assets available to provide for these benefits at 
actuarial adjusted market values as at that date amount to $1,123.8 million (1998: $1,027.5 million). 


(in millions of dollars) 


Pension Expense: 


Current service cost 

Past service amortization 

Amortization of experience gains 

Plan amendment for early retirement program 
Interest charges on accrued liabilities 


Deferred pension: 


Balance, beginning of year 
Pension expense 


Balance, end of year 


1999 1998 


9.0 9.0 
24.2 24.0 
(34.5) (30.5) 
= 39.4 
919 12 
1.6 43.2 
40.1 (3.1) 
1.6 43.2 
A17 40.1 


NOTES TO FINANCIAL STATEMENTS 


As at December 51, 1999 


9. NETWORK RESTRUCTURING AND REORGANIZATION CHARGES 


The Corporation has incurred expenses related to approved plans for the restructuring of its 
transportation network on October 4, 1989 as well as subsequent reorganizations. 


The present value of the projected cost is recorded as a liability. As at December 31, 1999 a 
provision of $21.0 million (1998: $25.2 million), of which $14.4 million (1998: $16.0 million) is 
reflected as a long-term liability, has been recorded to provide for the on-going costs of severance 
payments and employment security benefits governed by labour agreements, special programmes 
and arbitration decisions which may extend over several years. 


10. DEFERRED CAPITAL FUNDING 


(in millions of dollars) 


Balance, beginning of year 499.2 540.6 
Asset Renewal Fund replenishment 30.5 - 


Government Funding for depreciable capital assets - - 
Government Funding for land investment 


transferred to Contributed Surplus (0.5) - 
Amortization of deferred capital funding (42.1) (41.4) 
Balance, end of year 487.1 499.2 


An amount of $2.2 million of the asset renewal fund replenishment of $30.5 million was used to 
finance capital assets in 1999. The remaining balance of $28.3 million is not being amortized. 


11. SHARE CAPITAL 


The authorized share capital of the Corporation is comprised of an unlimited number of common 
shares of no par value. As at December 31, 1999 and 1998, 93,000 shares at $100 per share are 
issued and fully paid. 


12. CONTRIBUTED SURPLUS 


Contributed Surplus represents the Capital Funding from the Government of Canada of $4.3 million 
(1998: $3.8 million) for investments in land. 


NOTES TO FINANCIAL STATEMENTS 


As at December 51, 1999 


13. COMMITMENTS 


a) The future minimum payments relating to operating leases mainly for real estate and computer 
equipment are as follows: 


(in millions of dollars) 


2000 12.8 
2001 11.8 
2002 Hell 
2003 72 
2004 5°8 
Subsequent years up to 2047 239 

692 


b) Effective January 1, 1989 as well as in 1998 and 1999, the Corporation entered into a train 
service agreement and other agreements for the use of tracks and control of train operations. 
These agreements expire up to December 31, 2008. 


c) The Corporation has issued letters of credit totalling approximately $9.7 million (1998: 
$8.2 million) to various provincial government workmen’s compensation boards as security 
for future payment streams. 


14. RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created 
departments and agencies, and enters into transactions with these entities in the normal course 
of business on trade terms applicable to all individuals and enterprises and are recorded at 
exchange value. 


15. UNCERTAINTY DUE TO THE YEAR 2000 ISSUE 


The Year 2000 issue arises because many computerized systems use two digits rather than four to 
identify a year. Date-sensitive systems may recognize the year 2000 as 1900 or some other date, 
resulting in errors when information using year 2000 dates is processed. In addition, similar 
problems may arise in some systems which use certain dates in 1999 to represent something other 
than a date. Although the change in date has occurred, it is not possible to conclude that all aspects 
of the Year 2000 issue that may affect the entity, including those related to customers, suppliers, or 
other third parties, have been fully resolved. 
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As Canada’s national passenger rail service, we strive to be the best transportation company G. S/ 


in the country — providing exceptional service and building on our market strengths as one 


of the safest, most efficient and reliable modes of transportation available. 


The Honourable 

David Collenette, 

PCy WLP. 

Minister of Transport, Ottawa 


Dear Minister: 


In accordance with the 
provisions of the Financial 
Administration Act, | am pleased 
to submit VIA Rail Canada 
Inc.’s annual report for the year 
ending December 31, 2000. 


Marc LeFrancois, 
Chairman of the Board 


concept of cover photo: Force Multimédia 


design and production: Lafleur Communication Marketing 


VIA Rail is Canada’s national passenger rail service, created by the federal gov- 
ernment in 1977. We serve Canada’s regions from the Atlantic to the Pacific 
coasts, and from the Great Lakes to Hudson Bay. 


Our mission is to offer safe, high-quality, low-cost passenger rail service. 
Our vision is to be the best passenger transportation company in Canada. 


We fulfill our mission — and we are achieving our vision — by reducing and 
controlling costs; by maximizing revenues; by providing exceptional service to 
our customers; and by building on the market strengths of passenger rail as 
one of the safest, most efficient and most reliable modes of transportation 
available. 


We operate more than 460 trains weekly on 14,000 kilometres of track, con- 
necting over 450 Canadian communities. With over 2,900 employees, VIA trains 
carried close to 4 million passengers over more than 942 million miles in 2000. 


In Western Canada, VIA’s legendary transcontinental service caters mainly to 
domestic and foreign tourism markets. The Canadian™, a train running thrice- 
weekly between Toronto and Vancouver, was recently named one of the top 
five “Great Journeys of the World” by National Geographic, and one of the “Best 
Rail Experiences of the World” by the International Railway Traveler. VIA Rail’s 
exquisite Silver & Blue™ class is one of the most sought-after vacations anywhere. 


In the Quebec City-Windsor Corridor, VIAS trains provide intercity passen- 
gers with fast, convenient, comfortable and affordable service, downtown-to- 
downtown between central Canada’s largest business centres. VIA 1™ service 
offers first-class amenities, as well as a roomy, hassle-free environment allowing 
business travellers to work or relax. 


In Atlantic Canada, the Ocean" runs six times a week between Montreal 
and Halifax, offering first-class comfort with its friendly Easterly™ service. The 
Chaleur™ makes three trips each week from Montreal through the Gaspé 
Peninsula. 


In rural and remote areas, VIA operates services mandated by the govern- 
ment to meet regional transportation needs. 


The key financial indicators and operating statistics summarize the performance of the corporation. 1990 represents the 
first year of the current passenger rail network. 


Key financial indicators (in millions of dollars) 


Total operating revenue 
Cash operating expenses* 
Capital Expenditures 
Government funding: 
Operating 
Reorganization charges 


Capital 
Total Government funding** 
Key operating statistics 
Revenue/Cash operating 
expenses ratio (%)* 
Total passengers carried 
(in thousands) 
Total passenger-miles 
(in millions) 
Government operating 
funding per passenger-mile 
(in cents) 
Train-miles operated 
(in thousands) 
Car-miles operated 
(in thousands) 
Average passenger 
load factor (%) 
Average number 
of passenger-miles 
per train-mile 
On-time performance (%) 
Number of employees 
at year-end 


2000 1999 
240.7 220.6 
404.7 389.1 

459 10.9 

164.4 170.0 

5.9 = 

170.3 170.0 

45.9 æ 
216.2 170.0 

59.5 56.7 
3,957 3,757 
942 931 
18 TRSIES 
6,621 6,448 
45,121 43,168 
58 59 

142 144 

83 84 
2,958 2,909 


1998 


200.2 
382.6 
18.3 


178.4 


178.4 


178.4 


9275 


3,646 


856 


20.8 


6,325 


1997 


1903 
386.5 
16.4 


196.0 
1673 


212% 
16.4 


2287 


49.3 


3,765 


884 


24.0 


6,482 


42,068 41,242 


56 


135 
81 


2,922 


* Cash operating expenses exclude amortization of capital assets, reorganization charges, pension and employee future benefits. 
** Excludes internal funding from the Asset Renewal Fund of 16.5M in 1999 and 33.6M in 1998. 


58 


136 
84 


2,969 


1996 


184.5 
389.8 
207 


205.3 
192 


224.5 
207 


245.2 


47.3 


3,666 


892 


2522 


6,472 


40,491 


59 


138 


84 


3,000 


1995 


175.0 
2973 
396 


2227 
see) 


255.8 
39.6 


295.4 


44.0 


3,997. 


859 


29.8 


6,219 


37,100 


61 


138 


86 


3,178 


1994 


176.4 
438.5 
25.3 


262.1 
30.8 


292.9 
25,3 


3182 


40.2 


3,586 


834 


35 


6,524 


36,351 


60 


128 


87 


3,718 


1993 


164.2 
485.2 
11.8 


32120 
13,3 


336.3 
11.8 


348.1 


33.8 


3,570 


820 


41.0 


6515 


35,861 


59 


126 


90 


4,131 


1992 


155.8 
487.1 
44.7 


JS 
1229 


344.2 
44.7 


388.9 


520 


3,601 


817 


42.1 


6,483 


20,795 


57 


126 
90 


1991 


150.1 
478.1 
40.1 


328.0 
24.7 


352.7, 
40.1 


392.8 


31.4 


3,633 


820 


43.0 


6,247 


35,890 


58 


131 
90 


1990 


142.8 
493.3 
315 


350.3 
2977 


410.0 
A 


441.5 


289 


3,536 


785 


S22 


6,365 


35,767 
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4,478 4,402 4,525 


QE 


Executive message 


performance 
people 


service 


VIA continued its extraordinary performance throughout 2000, moving with confidence 


towards a new future — a strong, revitalized passenger service to meet Canada’s transportation 


needs in the years to come. 


Marc LeFrancois, 


Chairman of the Board 


“VIA's employees have worked hard for 
more than a decade to make this rebirth 
of passenger rail possible. It has been 

a long journey. The people of VIA Rail — 
the people who maintain the trains, 
deliver uncompromising service on board 
and off, and deal hands-on with the 
thousands of daily, detailed challenges 
in running a railroad — have made the 
journey an unqualified success.” 


VIA performed very well in the year 2000. More importantly, we defined a new 
future for passenger rail in Canada. 


In fact, the year 2000 was — once again — VIA Rail’s best year yet, crowning 
over a decade of steady improvements in performance, service, and managing 
costs. For the second year running we achieved a $20-million increase in rev- 
enues. We increased our ridership significantly, a major milestone towards 
sustained growth for passenger rail. We kept a tight reign on costs, achieving 
and even surpassing all key financial targets for the year: proven success, solid 
management, dedicated employees. 


But the real story of the year 2000 goes beyond numbers. It’s about the birth 
of a new VIA Rail, and launching Canadian passenger rail into the future. 


In April, the Government of Canada announced a commitment to passenger 
rail, and a commitment to the capital investment we need to move forward. 
This commitment confirms not only that VIA Rail has become an exceptional 
corporation in terms of financial control, product innovation, marketing and 
service delivery, it also confirms a shared vision of the future — a future where 
a strong, revitalized passenger rail service is essential to meeting Canada’s 
transportation needs. 


VIA responded quickly to realize that shared vision. We’ve already begun mod- 
ernizing our stations and infrastructure. We’ve purchased new, state-of-the-art 
equipment that will come into service in 2001. We’ve put in motion a true 
renaissance of passenger rail that will bring new trains, more frequencies, and 
faster services to travellers across Canada. 


This renaissance story has deep roots. VIA’s employees have worked hard — 
giving everything they’ve got — for more than a decade to make this rebirth 
of passenger rail possible. It has been a long, often challenging journey, as we 
focused on delivering the best possible service to our customers, while cutting 
costs, streamlining the corporation, struggling with outdated equipment and 
facilities. The people of VIA Rail — the people who maintain the trains, 
deliver uncompromising service on board and off, and deal hands-on with 
the thousands of daily, detailed tasks in running a railroad — have made the 
journey an unqualified success. 


The renaissance of passenger rail — and this annual report — is in many ways 
a tribute to the efforts of the employees of VIA. To this tribute I add my 
own heartfelt gratitude and thanks for their skills, patience, and absolute 
commitment to the job. 


These skills and commitment are needed now more than ever, as we move into 
this new era of growth for passenger rail. We must continue to provide the best 
possible passenger service, to control costs, and to constantly improve our 
operating results. At the same time, we must look ahead, to gain the maxi- 
mum benefits possible for Canadians from the capital investment entrusted 
to us. We can achieve these objectives only by drawing on the knowledge and 
skills of all of our people, at every single level of the corporation. 


During 2000, we consulted people throughout VIA to learn how we can do 
that more effectively. The result is a new approach to running the company 
— a corporate structure that eliminates any vestige of the old corporate silos, 
and puts real decision-making power and accountability on the front lines. 
This is not just a change in theory. It is a change in fact. It is already working. 
It is vital if we are to meet the new challenges of growth and expansion for 
Canada’s national passenger rail service. 


We are acting quickly and with confidence to meet these challenges. This annual 
report describes some of the solid, concrete results already achieved. Dramatic 
results are on their way for 2001. 


The renaissance has begun. 


Marc LeFrancois, 


Chairman of the Board 
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Commitment to success 1 


The commitment and skills of each and every 
employee have contributed to VIA's revitalization 


At-seat service in Economy class 2 


Alain Houle, Senior Service Attendant. 


Moving forward 3 


Claude Parent at the helm 


revenues 
ridership 


efficiency 


2000 highlights 


With increased ridership and a $20-million increase in revenues, we achieved an unprece- 


dented 59.5% revenue/cost ratio — and reached full cost-recovery for Corridor operations. 


High performance, innovation, and proven management expertise have prepared the way 


for investment in the future. 


1 Christena Keon Sirsly 


The Chief Strategy Officer provides leadership and ensures 
that our long-term capital investment goals are achieved. 


2 Paul Cote 


The Chief Operating Officer focuses on ensuring delivery 
of the highest quality service on a day-to-day basis. 


3 | J. Roger Paquette 


The Chief Financial Officer provides critical focus on 
controlling costs 


Outstanding performance 


System-wide performance continued the momentum achieved over the past 
decade. We increased revenues by $20 million for the second year in a row, an 
increase of almost $100 million over 1990. We carried 200,000 more passengers 
than last year, an increase of over 5%; this also represents an increase of 12% 
over 1990. Our ratio of revenues over expenses reached an unprecedented 
59.5%. Total government operating funding per passenger-mile dropped to 
18.1 cents, down from more than 52 cents per passenger-mile in 1990. 


In Eastern Canada, revenues increased by 5% as compared to last year, despite 
intense competition from discount airlines in that market. In the Quebec 
City-Windsor Corridor, where we introduced additional frequencies to meet 
the growing market demand for medium-distance commuter and intercity 
train services, our operations have achieved 100% direct cost-recovery. 


In Western Canada, demand continued to outpace capacity, while challenges 
in coping with the infrastructure and shared scheduling with freight operators 
unfortunately resulted in a drop in on-time performance. Equipment purchased 
in 2000 will allow us to deploy existing rolling stock to the West so that we 
can increase capacity and meet the ever-growing demand. 


Despite the significant increase in fuel prices, and the increased expenses incurred 
when expanding services, we kept tight control over costs. Total government 
operating funding for 2000 was $164.4 million, less than in 1999, and down 
from more than $350 million in 1990 — even though we now operate more 
trains, carry more passengers, and deliver a higher quality of service. 


Innovation and growth 


VIA introduced new services and additional frequencies in the Corridor, 
responding to the demand for quality travel choices in this busy market. 
The Enterprise™, an overnight train between Montreal and Toronto, operates 
Sunday through Friday, and offers travellers the option of full sleeping accom- 
modations and shower facilities. We extended the Montreal-Toronto corridor 
to include Oakville, offering residents in the greater Oakville-Burlington- 
Hamilton region direct service to Montreal and Ottawa. We also added trips 
between Ottawa and Toronto and between Montreal and Quebec City to create 
consistent weekday patterns on these routes. 


In addition, we created a new type of service for business travellers — the 
Priva™ dedicated car service. Designed specifically for corporate meetings, 
Priva offers corporations and business groups the option of a private, 
travelling meeting room for productive travel. 


In Maritime Canada, VIA introduced the Bras d’Or™, a seasonal touring train 
offering a spectacular cruise through the heart of Nova Scotia’s Cape Breton 
Island. We also introduced dedicated sleeping cars, called Northern Spirit™, 
to VIA’s Hudson Bay™ train operating between Winnipeg, The Pas, Thompson 
and Churchill. 


We launched a totally new service called VIAPAQ Courrrier™, offering same- 
day and next-day intercity emergency courier service throughout the Quebec 
City-Windsor Corridor. VIAPAQ Courrrier provides emergency delivery service 
at competitive prices. 


We developed VIA eSchedule™, the first application to provide electronic travel 
schedules for hand-held, laptop and desktop computers. This complements 
our self-serve Internet booking service introduced in 1997 when we were the 
first railway in the world to do so. 


VIA’s maintenance expertise continues to be in demand. We renewed multi- 
million dollar service and maintenance contracts with both West Coast Express, 
in British Columbia, and Montreal’s Agence métropolitaine de transport. 


Uncompromising safety 


Our commitment to safety, for our customers and our employees, continued to 
be a clear, highly visible priority throughout the corporation. In fact, Transport 
Canada is considering our new Safety Management System — the first of its 
kind for a Canadian railway — as the basis for a pilot safety audit which will 
help establish safety compliance guidelines throughout the Canadian rail 
industry. 


We began a comprehensive project to upgrade and modernize signalling and 
control systems on all tracks which we own, and are working closely with 
CN regarding safety issues on their infrastructure. We have adopted new 
risk assessment procedures for all operating initiatives, and new standards 
which hold managers accountable for coordinating emergency preparedness 
measures. In addition, the Montreal Maintenance Centre’s electronics and 
component repair shops received ISO 9002 recertification, confirming their 
compliance with international workplace quality standards. 


As a result of these initiatives, workplace safety improved during 2000, with 
a 7% decline in employee days lost. 


Service with a smile 


Teresa Beaulieu, Telephone Sales Agent. 


VIA's new overnight delivery service, 
VIAPAQ Courrrier 


(I. to r.) Yvon Amazan, Nicole Allard, Normand Richer. 


Introducing Northern Spirit cars 


Dedicated cars for VIA’s Hudson Bay train operating 
between Winnipeg and Churchill 


Ton 
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Investment 
new equipment 


better facilities 


A new vision 


With a five-year, $401.9 million capital program, VIA is creating a new vision for passenger 
rail in Canada — a modern, efficient, coast-to-coast network, with state-of-the-art trains, 


delivering fast, high-quality services to all our customers. 


VIA Rail has earned its place in the transportation market place. We know pas- 
senger rail. We understand the market, and we understand the vast potential 
for growth in passenger rail services. 


On April 12, 2000, the federal government helped tap that potential with 
a new vision for the future. In addition to providing stable annual funding for 
ongoing operations, it announced a five-year, $401.9 million capital investment 
to stabilize and modernize Canada’s passenger rail network. The Honourable 
David Collenette, Minister of Transport, emphasized that passenger rail would 
play a critical role in meeting the country’s future transportation needs, and 
alleviating major challenges such as traffic congestion and pollution in heavily 
populated centres. 


This investment will allow us to respond to the very real demand for a modern, 
efficient, coast-to-coast passenger rail service — a demand that has continually 
2 outpaced our capacity to deliver the new, quality services our customers expect. 
It means much-needed, modern equipment, better tracks and infrastructure, 
better station facilities, improved safety and environmental practices, a truly 
modern network of services linking communities across the country. 


Steve Del Bosco 


Vice-President, Marketing 


Michael Gushue 


Vice-President, Operations Support 


_3 | _John Marginson 10 years ata glance 
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The investment plan 


We responded quickly to the government’s announcement with a detailed, con- 
crete capital improvement plan that will ensure the highest possible return on 
the investment. The government has approved our five-year plan in principle, 
and encouraged us to proceed quickly with the first year of the plan. 


New and better trains 


The investment plan includes purchasing new passenger cars and locomotives, 
funds for repairing all reusable rolling stock, and completely refurbishing the 
rail diesel cars used on Vancouver Island and in Northern Ontario. 


Safer, more efficient tracks and signalling 


Investment to upgrade and improve the infrastructure — the tracks our trains 
run on — will accommodate growing high-speed passenger traffic in the 
Quebec City-Windsor Corridor. Major improvements will include extended 
passing tracks, sidings, and other measures to reduce speed restrictions. In 
addition, we will invest in improved signalling and traffic control systems, 
including Centralized Traffic Control systems on infrastructure owned 
by VIA. 


Improved station facilities 


We will improve facilities in our stations, in communities across the country, 
to ensure that they meet the expectations of Canadian travellers. 


Better environmental practices 


We will invest in new procedures and equipment modifications to ensure the 
safe, environmentally sound management and disposal of waste on board all 
VIA trains. 


Meetings & Custom Car Service 
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Rigorous testing 


Alexandru Popistas monitors 
the new equipment's performance. 


Deep roots 


A proud Canadian salutes a passing VIA train. 


Safer, more efficient tracks and signalling 


Improvements to the infrastructure 
will accommodate more traffic and higher speeds. 
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| At your service 


Carlos da Silva, Counter Sales Agent 


Welcome aboard! 


Sylvain Dottin, Service Manager 


Impact on services 


Improved facilities, better infrastructure, and new equipment will have dramatic 
impacts across VIA’s entire network. Our immediate objective is to complete 
urgently needed improvements, which will secure the continued safe, reliable 
and cost-efficient operation of the passenger rail system. Our long-term objective 
is to provide the foundation for new, improved services and passenger growth 
in the years ahead. As the capital investment plan unfolds over the coming 
years, Canadians will enjoy better access to trains across the network, more 
frequent, faster services, refurbished stations, and modern equipment. 


Increased fleet capacity, in particular, will yield significant service improve- 
ments in all parts of the country. It will allow us greater flexibility in deploying 
equipment when and where it is needed to meet fluctuations in demand. This 
is especially important in Western Canada, where limited capacity has hampered 
our ability to meet the demand for quality service. 


New equipment will enhance VIA’s successful overnight train services in the 
Quebec City-Windsor Corridor as well as in Eastern Canada, and will result in 
more equipment availability between Toronto and Vancouver. Refurbished 
rail diesel cars will provide a far more reliable and comfortable service to 
customers on Vancouver Island and in Northern Ontario. In the densely 
populated Corridor, which accounts for 85% of our customers, better equip- 
ment and infrastructure will result in new trains, new frequencies, and faster 
services. For example, we plan to increase our services with: 


+ 30% more trains per day between Montreal and Toronto, reducing trip 
time by up to 10 minutes; 


+ 40% more trains per day between Ottawa and Toronto, gaining up to 
20 minutes per trip; and 


+ 40% more trains per day between Montreal and Ottawa, while cutting 
up to 25 minutes off the trip time. 


Several more exciting improvements are planned for these and other routes 
in the years ahead, with more time saved per trip and even more routes, details 
of which will be communicated as they become available. 


10 years at a glance 
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Acting on the vision 
With a clear focus on the future, we are acting quickly to implement the investment plan — 
introducing more and faster trains, better facilities, and better services, bringing Canadians 


more options for safe, comfortable, reliable transportation. 


While the investment plan aims at the long-term stability and growth of the 
new VIA Rail, we were ready and able to begin implementing the plan as soon 
as it was formally approved in July. We took immediate action to begin station 
improvements, infrastructure upgrades, and secure new equipment. 


Stations 


We launched a system-wide program to upgrade passenger stations and facili- 
ties, including new signage, improved lighting, better seating, ticketing and 
baggage handling. The program started with stations in the Quebec 
City-Windsor Corridor, but will expand to include many stations across 
Canada over the next four years. All of these improvements to our passenger 
facilities will present an image in keeping with the new VIA Rail — an efficient, 
modern, customer-focused transportation company. 


To this end, we launched major capital projects to improve our London, 
Kingston, Oakville and Oshawa stations. London and Kingston — two of our 
busiest stations — will receive special attention. In London, VIA services were 
relocated to temporary facilities in December, in preparation for demolition 
of the old station early in 2001 and construction of new facilities. In 
Kingston, major renovations are planned to accommodate increased traffic, 
especially during peak periods, as well as to provide better accessibility for 
disabled passengers. 


The new face of VIA in Southwestern Ontario 


London station is scheduled to open 
; in September 2001. 
Renovations in Oakville, Oshawa and Kingston are scheduled for completion 


by the end of fall 2001, and the new station in London will open in September. RS ms 
In addition, we recently partnered with B.C. Ferries to establish an intermodal ticket counters and platform access. 
station in Prince Rupert. We also worked closely with Parks Canada to 

completely redevelop their heritage station in Jasper National Park. 


Modern and customer-focused 2 
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An historic day for Canadian rail 
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December 15, 2000 marked the beginning of a new 
era for VIA when the Honourable David Collenette 
announced the purchase of 139 passenger cars. 


Toronto’s Union Station, previously owned by CN and CP, was sold to the 
City of Toronto in June 2000. The City intends to redevelop the station into 
a commercial and intermodal facility. VIA will make a significant investment 
in improving its baggage handling and ticketing. Its customer service areas 
will be relocated and upgraded. VIA’s part of the station redevelopment will 
be completed in the fall of 2001. 


We began renovations or upgrades in Smiths Falls, and stations in Churchill, 
Brockville and Cornwall will be refurbished in 2001. Other stations across 
Canada will benefit from the renovation program over the coming years. 


Infrastructure 


An efficient, modern rail infrastructure — the tracks, switches, signals, control 
systems and bridges — is critical for the safe operation of passenger trains, and 
the introduction of more, higher-speed services. Infrastructure improvements 
are a major component of our capital investment plan. 


We began with the rail line linking Montreal and Ottawa — the Alexandria 
Subdivision — one of the few rail lines owned by VIA Rail. Over the next 
two years, this $25-million investment will improve the rail line with new 
signalling systems and track upgrades to permit increased train speed. This 
will allow us to cut up to 25 minutes off the trip time and add more train 
services between the two cities. 


Over the next five years, upgrades are also planned for other routes using 
Canadian National infrastructure in the Quebec City-Windsor Corridor. 


We made a priority commitment to upgrade our waste management practices 
throughout the Quebec City-Windsor Corridor. VIA has identified and will 
be implementing solutions to stop the practice of disposing of human waste 
directly on the tracks in the Corridor quickly and cost-efficiently. In addition, 
all new trains will be equipped with full retention tanks. The improvements 
to waste management practices will expand to include the entire national 
passenger rail system as soon as technically possible. 
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Faster locomotives 


At year end, we were in the final stages of securing a supplier for up to 21 new 
high-speed locomotives — an $80 million investment. The new, modern loco- 
motives have a typical operating speed of 175 km/h, or 110 mph, with highly 
efficient acceleration and deceleration performance. This will give us the 
much-needed capacity to shorten trip times in our busiest markets. 


The new locomotives will also be equipped with state-of-the-art safety systems 
that monitor train operations, record operating data and facilitate equipment 
diagnostics. Operators will enjoy a climate-controlled cab that minimizes 
fatigue from noise and vibrations. 


New trains 


Perhaps the most dramatic step towards progress for the revitalized VIA Rail 
was our purchase of 139 passenger cars in December, the first major purchase 
of new cars in more than 20 years. This additional equipment will expand 
our total passenger fleet by one third, allowing us to add departures and 
expand overnight sleeper services in the Corridor, improve overnight services 
between Montreal and Halifax/Gaspé, and free up equipment for use in 
Western Canada. VIA began preliminary evaluations and testing of the 
equipment in Canada last June. 


This purchase represents an exceptional value for Canadians. The cars were 
originally ordered by a consortium of European companies for a train service 
that was subsequently cancelled. We were able to buy them from Alstom 
Transport Limited, the British manufacturer, at a fraction of the price for similar 
state-of-the-art passenger equipment. And we eliminated the three-to-five 
year lead time normally involved in acquiring new equipment. The cars have 
started to arrive in Canada, and we will put the first of them into service by 
late 2001. 


The equipment was custom-built for short-haul business travel and one-night 
sleeper service, and was designed for efficient operation in a wide range of 
geographic and climatic conditions. Ideally suited to meet expanding market 
demand in Central and Eastern Canada, the new trains can operate at speeds 
up to 200 km/h, and incorporate the best of current technology and advanced 
safety features. 


We acted quickly to seize this rare opportunity — an opportunity to dra- 
matically improve our entire passenger rail system at a price unheard of in 
Canadian — or even in world markets. The new passenger cars 
demonstrate, in the most visible way possible, the future of passenger rail 
in Canada — modern, efficient, reliable equipment, making possible improved 
service levels, increased ridership, and higher revenues for Canada’s 
national passenger rail service. 


New arrival 


The new European cars have already started 
to arrive in Canada. 


Unofficial unveiling 


The protective cover is peeled off upon the 
equipment's arrival at a VIA maintenance facility. 
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High-quality standards 


Dale Virdee, electrician, Montreal Maintenance Centre 


An environmentally-friendly alternative 


Intercity passenger rail helps to reduce smog 
and road congestion. 


The new challenges of growth 


Investment and growth bring new challenges for VIA — realizing the maximum future 
benefits from investment, while continuing to focus on the immediate tasks of delivering 
the best possible service to our customers. To meet new challenges, we have reinvented the 


corporation, maximizing our key assets: the talent, knowledge and dedication of our people. 


The new VIA Rail has set its sights clearly on becoming a modern passenger rail 
service that offers Canadians more options for safe, comfortable, and reliable 
transportation. We are introducing more trains — and, in general, faster trains 
— throughout the network. We are building a renewed network of facilities 
that will provide our customers with increased comfort, convenience, and 
access to our trains. We are rebuilding and upgrading the infrastructure of our 
network to ensure maximum safety and efficiency. 


At the request of the Minister of Transport, we also began exploring a number 
of special initiatives during the year 2000. For example, many communities 
across Canada lost passenger rail service when the network was cut in half in 
1990. We are studying the possibility of restoring service to some of these com- 
munities, as well as extending service to more areas outside the current network. 


We also began looking at options to support the Minister’s smog reduction 
initiatives through closer intermodal partnerships and links with commuter 
services. These might include, for example, joint ticketing and integrated sched- 
uling with commuter services in the Greater Toronto area and new connecting 
services to airports. 


While examining these options, our priority is clear: growing our business 
where growth is sustainable, while maintaining financial stability and operating 
within the constraints of our existing operating funding. 


Four new service teams in VIA's network 


æ» West Southwestern em Corridor-East em East 


Ontario 


Growth brings with it a new set of challenges for VIA Rail. 


For the past decade we have operated with a determined, single-minded focus 
on controlling costs and managing the day-to-day operations of passenger rail 
as efficiently as possible. While we have always had an eye on the future 
and have always known what must be done for the future of passenger rail 
in Canada, we have had little opportunity to focus on the long-term 
challenges and excitement of growth. 


We now have that opportunity, and we are faced with two critical objectives: 


+ To be the best passenger transportation company in Canada; 


+ To realize maximum benefits from the capital program. 


As we considered these new challenges, we began an intense process of self- 
examination. We concluded that a new era of growth and revitalization called 
for a new approach to managing passenger rail. 


This new corporate organization, effective in early 2001, eliminates the 
departmental silos of traditional organizations. Under the direction of the 
Chairman of the Board and of the President and Chief Executive Officer, 
senior leadership is channelled into three streams that cut across functional 
boundaries and affect all aspects of running a passenger rail service: 
strategy, operations, and control. 


The Chief Strategy Officer provides leadership for the corporation’s strategic 
direction, and ensures that our long-term capital investment is managed to 
achieve maximum returns. The Chief Operating Officer focuses on ensuring 
the delivery of the highest quality service on a day-to-day basis. Our Chief 
Financial Officer provides the critical focus on controlling costs — ensuring 
that growth is achieved without compromising our ability to maintain a lean, 
cost-effective operation. 


Unlike traditional senior positions, these chief officers are not directing 
separate, departmental teams. Together with four Vice-Presidents in charge of 
marketing, operations support, capital program and business development, as 
well as procurement and real estate, they oversee the operation of a true 
matrix of cross-functional teams. In addition, we have organized full service 
teams around our key markets — Western Canada, Southwestern Ontario, 
Corridor-East, and Eastern Canada — each of which combines responsibilities 
for planning, operations, and control. 


VIA's senior management team 


(I. to r.) Chief Financial Officer J. Roger Paquette, 
Chief Strategy Officer Christena Keon Sirsly, 
Chairman of the Board Marc LeFrançois, 

and Chief Operating Officer Paul Cote 


VIA's mission 


To offer safe, high-quality, low-cost 
passenger rail service 
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128 A nation pays tribute 


VIA Rail had the honour of transporting the late 
Right Honourable Pierre Elliott Trudeau on his final 
journey home, October 2, 2000. 
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Our goals in creating this type of cross-functional organization, and the key 
to making it work, are to ensure that we can build the new VIA Rail with the 
combined knowledge and expertise of our entire organization. 


When teams combine the skills and abilities of people who understand and 
are accountable for all three corporate priorities, there is less reason to defer 
critical decisions by passing them up the corporate ladder. Instead, real respon- 
sibility, accountability, and decision-making power exist at the level where 
the need for decisions arises. And the people making those decisions are the 
ones most likely to know what effects they will have on the customer. 


This is a radically new approach to empowering employees and ensuring 
accountability throughout the organization. It is also a sensible approach, and 
the most effective way to leverage VIA’s very important capital: the talent, 
knowledge and dedication of our people. 


It is precisely this capital that has made the new VIA Rail, and the renaissance 
of passenger rail, possible. And this is why VIA Rail is confident in a new future 
for passenger rail: a future of opportunity, growth, and a continually 
improving service to travellers across Canada. 


™: Trademark owned and used by VIA Rail Canada Inc. 
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Management of the Corporation is responsible for the preparation and integrity of the financial statements contained in the Annual 
Report. These statements have been prepared in accordance with Canadian generally accepted accounting principles and necessarily 
include some amounts that are based on management's best estimates and judgement. Financial information used elsewhere 

in the Annual Report is consistent with that in the financial statements. Management considers that the statements present fairly 
the financial position of the Corporation, the results of its operations and its cash flows. 


To fulfill its responsibility, the Corporation maintains systems of internal accounting controls, policies and procedures to ensure 
the reliability of financial information and the safeguarding of assets. The internal control systems are subject to periodic reviews 
by Samson Bélair/Deloitte & Touche, general partnership, as internal auditors. The external auditors, the Auditor General of Canada 
and Raymond Chabot Grant Thornton, general partnership, have audited the Corporation’s financial statements and their report 
indicates the scope of their audit and:their opinion on the financial statements. 


The Audit Committee of the Board of Directors, consisting solely of outside Directors, meets periodically with the internal and external 


auditors and with management, to review the scope of their audits and to assess reports on audit work performed. The financial 
statements have been reviewed and approved by the Board of Directors on the recommendation of the Audit Committee. 


Marc LeFrancois J. R. Paquette 


Chairman of the Board Chief Financial Officer 


Montreal, Canada 
February 9, 2001 
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We have audited the balance sheet of VIA Rail Canada Inc. as at December 31, 2000 and the statements of operations and retained 


earnings and cash flows for the year then ended. These financial statements are the responsibility of the Corporation’s management. 


Our responsibility is to express an opinion on these financial statements based on our audit. 


We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial position of the Corporation as at 
December 31, 2000 and the results of its operations and its cash flows for the year then ended in accordance with Canadian 
generally accepted accounting principles. As required by the Financial Administration Act, we report that, in our opinion, these 
principles have been applied, except for the change in the method of accounting for employee future benefits as HS 
in note 3 to the financial statements, on a basis consistent with that of the preceding year. 


Further, in our opinion, the transactions of the Corporation that have come to our notice during our audit of the financial 
statements have, in all significant respects, been in accordance with Part X of the Financial Administration Act and regulations, 
the Canada Business Corporations Act and regulations, and the by-laws of the Corporation. 


Kaeprend abe! Bent donk DB 


Raymond Chabot Grant Thornton L. Denis Desautels, FCA 
General partnership Auditor General of Canada 
Chartered Accountants 


Montreal, Canada Ottawa, Canada 
February 9, 2001 February 9, 2001 
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Balance sheet 


(in thousands) Notes 2000 1999 
Current assets 
Cash and term deposits $ 18,441 $ 3,846 
Accounts receivable, trade 6,995 1262 
Accounts receivable, other 7,000 15,682 
Receivable from the Government of Canada 3,096 a 
Temporary investments 6 39,539 50,039 
Materials 17,031 16,535 
92,102 97,364 


hone term assets 


Capital assets | 5 480,847 487,823 
Asset renewal fund 6 37,825 28,260 
Accrued pension 8 20,717 — 
539,389 516,083 
$ 631,491 $ 613,447 
Current liabilities 
Accounts payable and accrued liabilities $ 187,329 $ 86,965 
Deferred revenue 6,091 5037 
93,420 92,002 
Long-term liabilities 
Accrued other employee future benefits 8 16,554 56,105 
Other 5,087 5,539 
21,641 61,644 
Deferred capital funding 9 482,476 487,107 
Shareholder’s equity (deficiency) 
Share capital 10 9,300 9,300 
Contributed surplus 4,678 4,345 
Retained earnings (deficit) 19,976 (40,951) 
33,954 (27,306) 
$ 631,491 $ 613,447 


See accompanying notes to financial statements 


On behalf of the Board, 


MM. ie fans 


Marlene McGraw, CA Marc LeFrancois 
Director and Chairman of the Audit Committee Director and Chairman of the Board 
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Statement of operations and retained earnings 


(in thousands) 


MUI TOUS ANS) 


Revenue 


Passenger 
Other 


Expenses 

Customer services 

Equipment maintenance 
Marketing and sales 

Support services 

General and administrative 
Pension 

Other employee future benefits 
Amortization of capital assets 


Net operating loss before funding 
from the Government of Canada 


Operating funding from the Government of Canada 
Amortization of deferred capital funding 


Net results of operations before taxes 
Income and large corporation taxes 


Net results of operations for the year 
Retained earnings (deficit), beginning of year 


Retained earnings (deficit), end of year 


Notes 


3 and 8 
3 and 8 


2000 


$ 217,614 
23,037 


240,651 


241,958 
82,764 
27,123 
38,820 
15,125 

(62,414) 

3,718 
52,216 


399,310 


158,659 


170,304 
50,200 


61,845 
918 


60,927 
(40,951) 
$ 19,976 


$ 


1999 | 


202,096 
18,527 


220,623 { 


223,815 
77,459 
25,909 

38,643 | 
21,812 
1,625 
9,543 
41,951 


440,757 


220,134 


170,000 
42,071 


(8,063) 
1,788 


(9,851) 
(31,100) 
(40,951) 


See accompanying notes to financial statements 
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Statement of cash flows 


(in thousands) 2000 1999 

Operating activities 

Net results of operations for the year $ 60,927 $ (9,851) 

Non-cash charges (credits) to operations: 
Amortization of capital assets 43,235 41,100 
Losses on write-off and disposal of capital assets 9,330 12190 
Amortization of investment tax credits (349) (348) 
Amortization of deferred capital funding (50,200) (42,071) 
Changes in non-cash working capital 13,871 15,603 
Change in accrued pension (20,717) 625 
Change in accrued other employee future benefits (39,551) (1,621) 
Change in other long-term liabilities (103) (102) 

‘ 16,443 5,534 


Financing activities 


Capital funding from the Government of Canada 45,962 30,500 
Receivable from the Government of Canada (3,096) — 
42,806 30,500 


Investing activities 


Change in asset renewal fund (9,565) (18,578) 
Change in temporary investments 10,500 (16,476) 
Acquisition of capital assets (45,902) (10,910) 
Proceeds from sale of capital assets 313 1,043 
(44,654) (44,921) 


Cash and term deposits 


Increase (decrease) during the year 14,595 (8,887) 
Balance, beginning of year 3,846 127733 
Balance, end of year $ 18,441 $ 3,846 


Represented by: 


Cash a $ 1,038 $ (583) 
Term deposits, 5.75%, maturing in January, 2001 (1999: 5.06%) 17,403 4,429 
$ 18,441 $ 3,846 


See accompanying notes to financial statements 
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Authority and Obrectives 


VIA Rail Canada Inc. is a Crown corporation named in Part | of Schedule III to the Financial Administration Act. It was 
incorporated in 1977, under the Canada Business Corporations Act. The Corporation’s vision is to be the best passenger 
transportation company in Canada with a mission to provide high-quality, low-cost passenger service. The Corporation 
uses the roadway infrastructure of other railway companies and relies on them to control train operations. 


The Corporation is not an agent of Her Majesty and is subject to income taxes. 


Accounting Policies 


These financial statements have been prepared by management in accordance with Canadian generally accepted accounting 
principles. The significant accounting policies followed by the Corporation are summarized as follows: 


a) Funding from the Government of Canada 


Operating funding, which pertains to services, activities and other undertakings of the Corporation for the management 
and operation of railway passenger services in Canada, is recorded in the Statement of operations and retained earnings. 
The amounts are determined on the basis of operating costs less commercial revenues excluding non-cash transactions 
relating to capital assets, pension plans, and other employee future benefits, and are based on the operating budget 
approved by the Government of Canada for each year. 


Funding for depreciable capital assets is recorded as deferred capital funding on the Balance Sheet and amortized on the 
same basis and over the same periods as the related capital assets. Upon disposition of the funded depreciable capital assets, 
the Corporation recognizes into income all remaining deferred capital funding related to these capital assets. Funding for 
non-depreciable capital assets is recorded as contributed surplus. 


b) Materials 


Materials are valued at weighted average cost. 


c) Capital assets 


Capital assets acquired from Canadian National Railway and Canadian Pacific Limited at the start of operations in 1978 


were recorded at the net transfer values while subsequent additions, including those acquired under capital leases, are 
recorded at cost. 


The costs of refurbishing and rebuilding rolling stock and costs associated with other capital asset upgrading are capitalized 


if they are incurred to improve the service value or extend the useful lives of the capital assets concerned; otherwise, costs 
are expensed as incurred. 


Retired assets are written down to their net realizable value. 
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d) Amortization of capital assets 


Amortization of capital assets is calculated on a straight-line basis at rates sufficient to write off the cost of capital assets, 
less their residual value, over their estimated useful lives, as follows: 


Rolling stock 12 to 29 years 
. Maintenance buildings 25 years 
Stations and Facilities 20 years 
Infrastructure improvements 5 to 38 years 
Leasehold improvements 5 to 20 years 
Machinery and Equipment 4 to 15 years 
Information systems — 3 to 7 years 
Other assets 3 to 10 years 


No amortization is provided for projects in progress and retired assets. 


e) Leases 
Capital assets recorded under capital leases are amortized on a straight-line basis over 20 years, which is representative 
of their useful lives. 


Rental payments under operating leases are expensed as incurred. 


f) Deferred credits 


Investment tax credits are amortized over the estimated useful lives of the related capital assets. The amortization of deferred 
investment tax credits is recorded as a reduction of the amortization of capital assets. These credits are included in other 
long-term liabilities. 


g) Employee future benefits 
The Corporation accrues obligations under its employee future benefit plans and has adopted the following policies: 


The cost of pension and other employee future benefits earned by employees is actuarially determined using the projected 
benefit method prorated on service and management's best estimate of expected plan investment performance, salary 
escalation, retirement ages of employees and expected health care costs. 


Amortization of past service costs is calculated on a straight-line basis over the expected average remaining service lives 
of the active employee groups. 


For the purpose of calculating the expected return on plan assets, those assets are valued at fair value. 


The excess of the net actuarial gain or loss over 10% of the greater of the benefit obligation and the fair value of plan assets 
in any one year is amortized over the average remaining service lives of active employees. 
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h) VIA Préférence program 


The incremental costs of providing travel awards under the Corporation’s VIA Préférence frequent traveller reward 
program are accrued as the entitlements to such awards are earned and are included in accounts payable and accrued 
liabilities. The revenues from the sale of point credits to participating partners are recorded as revenue in the year in which 
the credits are sold. 


i) Financial instruments 


The estimated fair value of financial instruments, except for the asset renewal fund and temporary investments, approximates 
their carrying value due to their current nature. 


The temporary investments are carried at the lower of cost and market. 


The asset renewal fund is carried at cost. 


j) Measurement uncertainty 


The preparation of financial statements in accordance with Canadian generally accepted accounting principles requires 
management to make estimates and assumptions that affect amounts reported in the financial statements and accompanying 
notes. Claims receivable, amortization of capital assets, accrued pension, accrued other employee future benefits and 
contingencies are the most significant items where estimates are used. Actual results could differ from those estimates. 


Adoption of new accounting standard — Employee future benefits 


The Corporation adopted, on a prospective basis, the new recommendation issued by the Canadian Institute of Chartered 
Accountants with respect to the accounting for pension and other types of employee future benefits. Under the new 
recommendation, the costs of post-retirement, post-employment benefits other than pensions are accrued. The new 
recommendation also requires a change in the discount rate used to value pension benefit obligations and service costs 
from an estimated long-term rate to a market-based interest rate. The impact of adopting the new recommendation was 


an increase in net earnings of $59.4 million for the pension plans and a decrease in net earnings of $2.9 million for the 
other employee future benefit plans. 


Reconciliation of net results of operations to Government funding basis 


The Corporation receives its funding from the Government of Canada based primarily on cash flow requirements. Items 
recognized in the Statement of operations and retained earnings in one year may be funded by the Government of Canada 
in different years. Accordingly, the Corporation has different net results of operations for the year on a government funding 
basis than on a Canadian generally accepted accounting principles basis. These differences are outlined below: 
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(in millions of dollars) 2000 1999 

Net results of operations for the year 60.9 (9.8) 

Items not requiring (not providing) operating funds: 

= Amortization and losses on write-off and disposal of capital assets 52.6 42.3 

Amortization of deferred capital funding (50.2) (42.1) 
Pension (62.4) 1.6 
Employee future benefits to be funded in subsequent years al 6.4 
Adjustment for accrued compensation IETS — 

Payment of prior years’ reorganization charges (5.3) (4.4) 

Operating funding surplus (deficit) for the year 0.4 (6.0) 


DE Capital assets 
(in millions of dollars) 2000 1999 


Accumulated 


Cost Amortization Net Net 

Land 4.7 — 4.7 4.3 
Rolling stock 505.2 284.2 221.0 242.8 
Maintenance buildings 160.1 89.0 71.1 755 
Stations and Facilities 34.5 16.0 18.5 1978 
Infrastructure improvements 94.9 34.2 60.7 612 
Leasehold improvements 90.1 63.3 26.8 295 
Machinery and Equipment 28.9 22.8 6.1 725 
Information systems 60.3 53.9 6.4 10.7 
Other assets 18.8 18.7 0.1 Ow 
9975 582.1 415.4 451.3 

Projects in progress 43.8 15.0 
Retired assets (at net realizable value) 21.6 215 
480.8 487.8 


On December 31, 2000 the gross value of assets under capital leases included above was $3.1 million (1999: $3.2 million) 
and related accumulated amortization thereon amounted to $2.3 million (1999: $2.2 million). 


Projects in progress primarily consist of rolling stock and information systems. 
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Temporary investments and asset renewal fund 


The Corporation has been authorized by the Treasury Board of the Government of Canada to segregate proceeds from the 
sale or lease of surplus assets as well as the operating savings resulting from the rationalization of its maintenance activities, 
in a manner which ensures that these funds are retained for future capital projects. 


The temporary investments and asset renewal fund include the following investment instruments: 


(in millions of dollars) 2000 1999 
Market Market 
Cost value Cost value 
Canadian bonds and discount notes 29.7 32.7. 30.3 30.6 
Pooled equity unit trust 38.1 41.7 38.1 46.8 
Cash and short-term investments 9.5 9.5 oF 9.9 
Balance, end of year TIS 83.9 78.3 87.3 
Represented by: | 
Temporary investments 39.5 42.9 50.0 Joo. 
Asset renewal fund 37.8 41.0 28.3 31.4 
77.3 83.9 78.3 87.3 


The temporary investments represent the amount that the Treasury Board has approved to fund operating deficits and 
certain capital assets while the balance of the asset renewal fund represents the funds that are retained for future investments 
in capital assets. 


The effective rate of return on Canadian bonds and discount notes for 2000 and 1999 varies between 4.0% and 8.5% 
and mature between January 2001 and December 2031. 


The fair value of Canadian bonds, discount notes and pooled equity unit trust is equivalent to the market value based 
on the current bid price at the balance sheet date. 


The investment decisions for the Temporary investments and asset renewal fund are consistent with the Minister of Finance 
of Canada Financial Risk Management Guidelines for Crown Corporations and the Corporate Investment Policy. The Corporation 
is not encountering any significant market, cash flow or interest rate risks related to these investments. 


Income and large corporation taxes 


The Corporation has net timing differences of $6.9 million (1999: $75.7 million) resulting from items not deducted for 
income tax purposes, the benefit of which has not yet been recognized in the financial statements. These timing differences 
generally result from the accrual of pension costs and other employee future benefits costs and contingencies. The corporation 


has unused tax losses in the amount of $19.6 million of which $9.7 million will expire in the year 2005 and $9.9 million will 
expire in the year 2007. 
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Accrued employee future benefits 


The Corporation provides defined benefit pension plans, post retirement and post-employment benefits to all its permanent 
employees. 


Included in other benefit plans are expenses incurred by the Corporation relating to workers’ compensation, post-retirement 
and post-employment benefits. 


_ The latest actuarial valuations of the pension plans were carried out as at December 31, 1998 by external actuaries who are 
members of the Canadian Institute of Actuaries. 


Based on these actuarial valuations and projections to December 31, 2000, the net income (expense) and accrued benefit 
asset (liability) for the Corporation’s plans are as follows: 


2000 


(in millions of dollars) 


Other 
benefit plans 


Network restructuring 


& reorganization charges 


(0.8) (9.5) 
(19.2) (21.0) 


Pension plans 


Net income (expense) 
Accrued benefit asset (liability) 


The current portion of the network restructuring & reorganization charges in 2000 of $5.6 million (1999: $6.6 million) 
is included with accounts payable and accrued liabilities. 


Information concerning the Corporation’s defined benefit plans as at December 31, in aggregate, is as follows: 


(in millions of dollars) 2000 1999 2000 1999 2000 
Network restructuring Other 
Pension plans & reorganization charges benefit plans 


Accrued benefit obligation 1,000.5 981.8 19.2 2170 24.6 
Fair value of plan assets 1,428.1 11238 — == — 
Funded status — surplus (deficit) 427.6 142.0 (19.2) (21:0) (24.6) 


The plan assets are at fair value for 2000 and at actuarial adjusted market value for 1999. 


The significant actuarial assumptions adopted in measuring the Corporation’s accrued benefit obligations are as follows: 


Other 
benefit plans 


Network restructuring 


& reorganization charges 


Pension plans 


Discount rate 7.0% 7.5% 
Expected long-term rate 

of return on plan assets 
Rate of compensation increase 


LO. 
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Health care benefits included in other benefit plans are measured using the Canadian Consumer Price Index (CPI) plus 7.0%. 
The rate was assumed to decrease gradually to CPI plus 1.0% over 7 years and remain at that level thereafter. 


Other information concerning the Corporation’s defined benefit plans is as follows: 


(in millions of dollars) 2000 1999 2000 1999 2000 
Other . 
Pension plans benefit plans 
Employees’ contributions 722 8.4 — 
Benefits paid 67.9 637 4.5 


The Corporation did not contribute to the pension funds in 2000 and 1999 since the plans were in a surplus position 
and as such the Corporation has a contribution holiday. 


Deferred capital funding 


(in millions of dollars) 2000 1999 
Balance, beginning of year 487.1 499.2 
Asset renewal fund replenishment — 30.5 
Government funding for depreciable capital assets 45.9 — 
Government funding for land investment transferred 

to contributed surplus (0.4) (0.5) 
Amortization of deferred capital funding (50.2) (42.1) 
Balance, end of year 482.4 487.1 


Share capital 


The authorized share capital of the Corporation is comprised of an unlimited number of common shares of no par value. 
As at December 31, 2000 and 1999, 93,000 shares at $100 per share are issued and fully paid. 
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11. Commitments 
a) The future minimum payments relating to operating leases mainly for real estate and computer equipment are as follows: 


(in millions of dollars) 


2001 14.2 
2002 9.7 

~ 2003 8.7 
2004 7 
2005 7.4 
Subsequent years up to 2049 137.4 
184.7 


b) The Corporation has entered into train service agreements for the use of tracks and control of train operations expiring 
up to December 31, 2008. 


c) The Corporation has issued letters of credit totalling approximately $9.4 million (1999: $9.7 million) to various provincial 
government workers’ compensation boards as security for future payment streams. 


d) The Corporation has entered into swap contracts as a means of stabilizing the price of diesel fuel purchases. As at 
December 31, 2000, $8.5 million of these contracts are outstanding. 


12. Related party transactions 


The Corporation is related in terms of common ownership to all Government of Canada created departments and agencies, 
and enters into transactions with these entities in the normal course of business on trade terms applicable to all individuals 
and enterprises and are recorded at exchange value. 
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Board of Directors 


Michel Biron, 
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Bracebridge, Ontario 
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Robert Matteau, 
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Donald Pettit, 

Vancouver, British Columbia 
Timothy Reid, 

Toronto, Ontario 
James J. Smith, FCA 

Winnipeg, Manitoba 


Officers 


Marc LeFrancois, 
Chairman of the Board 
Paul Côté, 
Chief Operating Officer 
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Mike Greenberg, 
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and Real Estate 
Michael Gushue, 
Vice-President, Operations Support 
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Chief Strategy Officer 
Carole Mackaay, 
General Counsel 
and Corporate Secretary 
John Marginson, 
Vice-President, Capital Program 
and Business Development 
J. Roger Paquette, 
Chief Financial Officer 
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Committees of the Board 


Executive Committee 

Marc LeFrancois, Chairman 
Jacqueline L. Boutet 

Alan Chapple 

Anthony Friend, Q.C. 

Robert Matteau 


Human Resources Committee 
Donald Pettit, Chairman 
Greg Black 

Alan Chapple 

Barbara Kane 

Wendy Kelly 

Timothy Reid 

James J. Smith, FCA 


Planning and Finance 
Yvon LeBlanc, Chairman 
Michel Biron 

Greg Black 

Jacqueline L. Boutet 
Barbara Kane 

Timothy Reid 

James J. Smith, FCA 


Investment Committee 

Anthony Friend, Q.C., Chairman 
Greg Black 
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VIA Office Locations 


Headquarters and Quebec 
3 Place Ville Marie, Suite 500 
Montreal, Quebec 

H3B 2C9 

(514) 871-6000 


Postal address: 

P.O. Box 8116, Station A 
Montreal, Quebec 

H3C 3N3 


Atlantic 

1161 Hollis Street 
Halifax, Nova Scotia 
B3H 2P6 

(902) 494-7906 


Ontario 

65 Front Street West 
Room 222 

Toronto, Ontario 
MSJ 1E6 

(416) 956-7600 


West 

104-123 Main Street 
Winnipeg, Manitoba 
R3C 1A3 

(204) 949-7400 


1150 Station Street 
Vancouver, B.C. 
V6A 2X7 

(604) 640-3700 


Website 
www. viarail.ca 
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The Honourable David Collenette, P.C., 
M.P., Minister of Transport, Ottawa 


Dear Minister: 


In accordance with the provisions of the 
Financial Administration Act, | am pleased 

to submit VIA Rail Canada Inc.’s annual report 
for the year ended December 31, 2001. 


Teens nr 


Jean Pelletier 
Chairman of the Board 


CORPO Rk Ie ONE RIVER EN 


AVAL AE PUB I CASE RVC F 

VIA Rail is Canada’s national passenger rail service. 
An independent Crown Corporation established in 1977, 
our mission is to provide Canadians with a safe, high-quality, 
low-cost passenger rail service. We fulfill this mission 
by providing exceptional service to our customers; by 
maximizing revenues and by controlling costs; and 
by building on the market strengths of passenger rail — one 
of the safest, most efficient and most reliable modes 
of transportation available. 


DEVOTED TO CANADIAN PASSENGERS 

Our vision is to be the best transportation company in 
Canada, devoted to meeting the current and future needs 
of Canadians. With our Renaissance capital investment 
plan, we are modernizing our network of passenger 
stations, taking significant steps towards delivering faster 
services with more trains, and carrying more Canadians 
than ever before. 


SERVING CANADA COAST-TO-COAST 

We operate more than 480 trains weekly on 14,000 kilometres 
of track, connecting over 450 Canadian communities. 
With approximately 3,000 employees, VIA trains carried 
close to 4 million passengers over more than 920 million 
miles in 2001. 
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In Western Canada, VIA’s legendary transcontinental 
service caters mainly to domestic and foreign tourism 
markets. The Canadian™, a train running thrice-weekly 
between Toronto and Vancouver, has been rated one of the 
top five “Great Journeys of the World” by National 
Geographic. The luxurious Silver & Blue™ class, which was 
recently redesigned offering even greater comfort and 
amenities, remains one of VIA’s most sought-after services. 


In the Quebec City-Windsor Corridor, VIA’s trains provide 
intercity passengers with fast, comfortable, convenient, 
and affordable service, downtown-to-downtown between 
central Canada’s largest business centres, either in the 
newly-enhanced first class VIA 1!" or in its very comfortable 
economy Class. 


In Atlantic Canada, the Ocean™ runs six times a week between 
Montreal and Halifax, offering first-class comfort with its 
friendly Easterly™ service. The Chaleur™ makes three trips 
each week from Montreal through the Gaspé Peninsula. 


In rural and remote areas, VIA operates services mandated 
by the government to meet regional transportation needs. 


iter eAR AT A GLANCE 


The key financial indicators and operating statistics summarize the performance of the corporation with 1990 representing 


the first year of the current passenger rail network. 


KEY FINANCIAL 

INDICATORS 

(in millions of dollars) 
Total revenue 

* Cash operating expenses 
Capital Expenditures 
Government funding: 

Operating 


Reorganization charges 


Capital 
Total Government 
funding 
KEY OPERATING 
STATISTICS 
+ Revenue / Cash 
operating expenses 


ratio (%) 


carried (in thousands) 
«Total passenger- 
miles (in millions) 


«Government operating 


funding per passenger- 


mile (in cents) 

««Train-miles operated 
(in thousands) 

«««Car-miles operated 
(in thousands) 

#* Average passenger 
load factor (%) 

«« Average number of 
passenger-miles 
per train-mile 

On-time performance (%) 
Number of employees 


at year end 


* Cash operating expenses exclude amortization of capital 
*« Excludes internal funding from the Asset Renewal Fund of 16.5M in 1999 and 33.6M in 1998 and includes a capita 


2001 


3,865 


921 


1722 
6,665 
46,102 
JL 
138 

85 


20 


*** Prior years figures have been restated. 


2000 


240.7 
404.7 
45.9 
164.4 
SE 
1705 
45.9 


216.2 


5975 


2/95 


904 


18.2 


6,621 


45,121 


56 


137 


83 


2,958 


1999 


56.7 
3,509 


885 


19.2 
6,448 
43,168 
56 

137 
84 


2,909 


1998 


52.2 


3,618 


6,325 


42,068 


DD 


134 


81 
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1997 


190.5 
386.5 
16.4 
196.0 
GES 
72117255) 
16.4 


2287 


6,482 
41,242 
57 

135 

84 


22969 


1996 


184.5 
389.8 
20.7 
205.3 
192 
224.5 
207 


245.2 


47.3 


3,997 


865 


23,4) 


6,472 


40,491 


58 


134 


84 


3,000 


1995 


117520 
BOVE 
39.6 


22S 


335 


255.8 
8976 


295.4 


44.0 
3,465 


827 


26.9 
6,219 
37,492 
59 
133 
86 


3178 


1994 


176.4 
438.5 
258 
262.1 
30.8 
2929 
255 


318.2 


40.2 


3,412 


794 


330 


6,524 


26/31 


57/ 


122 


87 


3,718 


assets, reorganization charges, pension and employee future benefits. 
9 | funding contribution to the Asset Renewal Fund of 5.0M in 2001. 
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164.2 
485.2 
11.8 


321.0 
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336.3 


11.8 


348.1 


35,861 


56 
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90 
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1992 


15576 
487.1 
44.7 
5517 
1229 
344.2 
44.7 


388.9 


32.0 


3,400 


772 


42.9 


6,483 


55,998 


55 
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90 


4,478 


1991 


150.1 
478.1 
40.1 


328.0 
24.7 
Boze, 
40.1 


392.8 


31.4 


3,491 


788 


41.6 


6,270 


35,934 


56 
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90 


4,402 


1990 


142.8 
493.3 
SED 


350.3 
ea 
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441.5 


3,458 


768 


456 | 


6,386 


35,768 
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88 
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MESSAGE FROM THE CHAIRMAN 


In a country as large and dynamic as Canada, maintaining 
an efficient, well-integrated transportation system is critical. 
As Canada’s national passenger rail service, VIA Rail has 
an important role to play in that system: providing safe, 
low-cost, high-quality passenger services to Canadians, in 


all parts of the country. 


In 2001, VIA has continued to fulfill this role — adding 
another record-setting year to its enviable performance 
record. With a steadfast commitment to safety and its 
efforts to generate ever higher revenues while maintaining 
a firm control on costs, VIA Rail provided service to more 
Canadians than at any other time in the past decade. The 
renaissance of passenger rail in Canada is no longer just 
a vision for the future. It is established, and well underway. 


VIA’s success in 2001 is due, in part, to a clear mandate 
from the Canadian government. With its vision for the 
future of passenger rail as a public service — and the tools 
necessary to do the job — VIA is rising to the challenges 
before it, investing in the equipment, infrastructure and 
station facilities needed to deliver more and better options 
for Canadian travellers. VIA’s inter-city service is growing, 
because it delivers what Canadians demand — transportation 
alternatives that are affordable and economically and 
environmentally sustainable. 


Over the past decade VIA’s Board of Directors has helped to 
guide the corporation’s evolution as a modern and innovative 
public service. A strong, responsible and effective Board is 
essential for any Crown Corporation accountable for the 
administration of public funds. It is especially important for 


VIA as we prepare to meet new challenges in the years ahead. 


VIA is taking considered and concrete steps to further 
enhance the effectiveness of its Board because we believe, 
as an organization, that excellence in both corporate 
governance and management will be critical as VIA looks 
beyond the immediate future, to the continuing renais- 
sance of passenger rail. 


The capital investment plan currently underway will 
stabilize and help modernize the passenger rail network. 
But as VIA continues to strive to deliver the kind of 
improvements Canadians demand - ever faster, more 
frequent services — it will face many new challenges. 
It will need to explore more innovative, more flexible ways 
to finance ongoing capital improvements. And it will need 
to secure better access to the rail infrastructure that is 
critical to the performance of passenger rail. 


I am confident that, given the opportunity, VIA will meet 
these challenges. It will do so with the same creativity and 
determination it has shown in the past. And, most impor- 
tantly, it will do so with its sights set clearly on the 
performance targets of tomorrow most meaningful to 
Canadian travellers: more choice, faster travel times, more 
reliable schedules and more seamless integration with 
other modes. 


This guiding philosophy will help VIA sustain the renais- 
sance in 2002, and beyond. VIA Rail is determined 
to keep moving forward — providing Canadians with the 
best possible passenger rail service — and doing its part 
to enrich the economic and social fabric of Canada. 


Jean Pelletier 


Chairman of the Board 


Marc LeFrancois 
President and Chief Executive Officer 
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The renaissance of passenger rail became highly visible in 
2001, as we made significant investments in equipment, 
facilities and infrastructure. New stations, new locomo- 
tives, 139 new state-of-the-art passenger cars — these things 
are hard to ignore. They are all signs that passenger rail 
has entered a new era in Canada. And they represent capital 
investments that are critical to the future of passenger rail. 


But the renaissance story is not just about new trains 
and new buildings. It is about the people who bring those 
trains and buildings to life. The people at VIA Rail- 
the mechanic in the maintenance centre, the agent at the 
ticket counter, the supervisor on board the train —- believe 
passionately in passenger rail. They communicate that 
passion every day as they do their jobs. And they do their 
jobs very, very well. 


The renaissance story in 2001 is about how this passion 
has been ignited throughout the corporation. 


Early in the year we adopted a new cross-functional 
organization —an organization that cuts through traditional 
hierarchies and departmental “silos”, and puts leadership 
into the hands of every single VIA employee. Every member 
of the VIA team knows their job. Each understands the cor- 
poration’s priorities, our focus on customers, and their role 
in meeting customer needs. And each is given the oppor- 
tunity to do their job better every day—to analyze prob- 
lems, to explore new ideas, to make decisions, and 
to take responsibility for getting the job done. 


When we put this new organization in place, I had complete 
confidence in the people of VIA. So the phenomenal 
response of the organization is not surprising. Our unions 
have worked closely with management to accommodate 
new styles of working. As individuals, and as teams, we 
are working smarter than ever. There is a renewed energy 
coursing through our corporate veins at VIA, and that 
enthusiasm is the very heart and soul of the renaissance 


of passenger rail. 


This drive produced solid results in 2001. VIA ended the 
year with some of its best results ever: significant revenue 
growth, an increase in ridership and lower than expected 
operating costs. Our revenue / cash operating expense ratio — 
the measure of revenues against expenses —reached an 


unprecedented high. 


Our growing depth and presence in the travel market is 
especially rewarding. It is one thing to get new customers 
to try out your service. It is quite another to keep them 
coming back for more—and that is what VIA is doing. 


During a year of considerable turbulence in the transporta- 
tion industry, we gained many new customers who turned 
to the train for relaxing, safe and reliable transportation — 
and decided to keep returning. Our ability to retain new 
customers confirms not only that passenger rail has an 
important role in Canadian transportation, but that 
VIA Rail is fulfilling that role effectively. 


We achieved this high level of performance while managing 
an ambitious capital investment program-one whose 
benefits will largely be felt in 2002 and beyond. This alone is 
evidence not only of the relevance of passenger rail in Canada, 
but of the quality of the team we have built at VIA Rail. 
I’m proud of that team, and I am proud to be part of it. 


The capital investments launched in 2001 will deliver 
substantial benefits to Canadian travellers: new and better 
trains, better passenger stations, a better passenger rail 
network from coast to coast. And VIA’s people have the 
passion—the commitment to excellence-to make the 
network deliver a service better than anything Canadians 
have seen before. 


VIA RAIL CANADA: Revenue / Cash operating expense ratio 
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THE NUMBERS 

SWOTHER OUTSTANDING YEAR 

The continuous improvements VIA achieved over the past 
decade continued in 2001. We increased revenues by 
$13 million, bringing total revenue growth over the last 
three years alone to more than $50 million. Our passenger 
numbers increased by 70,000 in the past year. Our yield 
the measure of revenue earned per passenger mile- 
increased by almost 6%. Despite higher fuel costs, total 
operating costs were lower than anticipated. As a result, 
we were able to reduce our requirement for government 


operating funding by another $7 million. 


And for the first time in VIA’s history, our ratio of revenues 
over cash operating expenses exceeded 60% to reach 61.5%. 


Roger J. Paquette, 
Chief Financial Officer 


Dionne McGuigan, 
Senior Service Attendant, 
Western Services 


VIA RAIL CANADA: Growth trends vs 1990 
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Paul Côté, Ivan Zenchuk, 
Chief Operating Officer Chef, 
Western Services 


Our performance is built on a sound understanding of our 
role as a public passenger service, and a clear grasp of the 
business of passenger rail as a viable, long-term enterprise. 


In fact, passenger revenues have increased every year for 
the past 11 years, and are now almost 70% higher than in 
1990. Revenue per passenger mile is up almost 50% over 
the same period. We are carrying over four hundred thousand 
more passengers — and operating 153 million more passenger 
miles — while government funding has dropped from 45.6 to 
17.2 cents per passenger mile. At the same time, our cost 


Jacinthe Milette, 
Senior Service Attendant, 
Corridor 


Pascal Poirier, 
Senior Service Attendant, 
Eastern Services 


recovery has improved dramatically, with our ratio of 
revenues over cash operating expenses more than double 
what it was in 1990. 


Sustained, high-level performance like this confirms 
that VIA Rail has got the fundamentals right. There is a 
strong and growing market for passenger rail. We under- 
stand that market, and what Canadian travellers are 
looking for in a passenger rail service. And we are delivering 
that service consistently, year after year. 


Pierre Robertson, 
Welder, Montreal 
Maintenance Centre 


Christena Keon Sirsly, 
Chief Strategy Officer 
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WORKING SMARTER THAN EVER 

As a team, we delivered our services more effectively than 
ever in 2001. We adopted a new organizational structure, 
which in turn reflects a radically new approach to mana- 
ging passenger rail operations. Instead of channelling 
management responsibilities up and down the organization 
through departmental hierarchies, we have built cross- 
functional teams around our key markets — Western Canada, 
Southwestern Ontario, the Eastern Corridor and Eastern 
Canada—which combine responsibilities for all aspects 
of planning, operations and control. 

The advantages of the new teams became clear very quickly. 
Cross-functional teams were able to identify problems and 
opportunities, explore solutions and new ideas, and take 
action faster than before. Decision-making now takes place 
as close to the action as possible, where a decision’s impact 


on our customers is best understood. 


[he new approach also ensures that everyone at VIA under- 
stands how the decisions they make on the job affect VIA’s 
operations as a whole. Instead of separating responsibilities 
for safety, on-time performance, quality of service, consis- 
tency and financial management into different channels, 
we have integrated these responsibilities into everyone’s job. 
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Consider, for example, the challenge of improving the on-time 
performance of our trains. Working as a team, our employees 
have a better understanding of how everything involved in 
our business -equipment maintenance, supply management 
procedures, station services, baggage handling —can affect 
our ability to move trains on time. With that understanding, 
we work smarter, bringing a more integrated approach to 
managing on-time performance. And in 2001, this approach 
got results, in a business where sustainable improvements 
in on-time performance are very difficult to achieve. 


We also worked to extend this integrated approach to 
managing operations into our relationships with suppliers 
and business partners. For example, Canadian National has 
a big impact on our on-time performance, because they own 
most of the tracks our trains run on. We are developing 
a closer, day-to-day working relationship with CN as part of 
our team — another step towards the long-term, sustainable 


improvements in service that are critical in passenger rail. 
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VIA employees m the Corridor and Eastern Services 
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INNOVATING AND IMPROVING 

While much of our attention was focused on managing 
major capital investment projects in 2001, we continued 
to refine and improve our products and services in all parts 
of Canada. Major innovations include the introduction 
of new outer-urban services in Central Canada, enhanced 
tourism products in the East and the West, and significant 
enhancements to our online reservation service. 


NEW OUTER-URBAN SERVICES 

In the densely populated urban centres of Central Canada, 
where smog, traffic jams and airport congestion are growing 
problems, VIA is expanding the options for travellers. 
In 2001 we added a new direct train service to Windsor 
from Oshawa. We extended services to Montreal and 
Ottawa from Aldershot. And we introduced a new mid- 
morning departure from Kitchener to Toronto, with 


a convenient return schedule. 


Claude Leblanc, 
Senior Counter Sales Agent 
at Montreal’s Central Station 


In the Greater Toronto Area, VIA launched a ground- 
breaking interline ticketing agreement with GO Transit. 
Under this agreement, VIA Rail and GO can now carry 
each other’s passengers between shared stations. A new 
VIA/GO pass allows GO ticket holders to travel on VIA 
trains between Toronto’s Union Station and stations at 
Oakville, Brampton, Georgetown, Aldershot and Oshawa. 
This means that commuters now have additional choices 
of trains on the Lakeshore and Georgetown lines. 


We also completed a redesign of our VIA 1 service in the 
corridor, including a complete refurbishment and upgrade 
of VIA 1 car interiors. Designed to enhance our service 
to business travellers, the new VIA 7 is increasingly 
in demand. 


Isabelle Prévost, 
Service Manager, Corridor 


VIA Rail Canada 


ENHANCED TOURIST-CLASS SERVICES 

In Western Canada we made significant improvements to 
our award winning Silver & Blue class service, with refined 
dining car service, luxurious onboard accommodations, 
and new entertainment facilities for travellers. Silver & Blue 
is available on the Canadian, our legendary transcontinental, 
which has been a mainstay of travel and tourism in 


Western Canada for more than half a century. 


The redesigned Silver & Blue class service builds on VIA’s 
strong position in the West’s tourism sector -a market that 
we feel holds significant opportunities for expansion in the 


mid-term future and beyond. 


In the East, our Bras d’Or™, a seasonal touring train offering 

spectacular cruise through the heart of Nova Scotia’s 
Cape Breton Island, completed its second successful year. 
We also completed a redesign of our Easterly Class service 
designed to strengthen our position in the Eastern tourism 
narket, and ensure that service standards are consistent 
with our VIA 7 and Silver & Blue services. This redesigned 


service will be implemented in the Spring of 2002. 


Perry Ciale, 


Simon Desjardins, 
Locomotive Engineer in the cab 


of the new Genesis P42 locomotive. 


Senior Service Attendant in the Corridor’s 
newly-enhanced VIA 7 class 


THE BEST ONLINE RESERVATION SYSTEM 
VIA has established itself as a leader in bringing our cus- 
tomers better access to our services through the Internet. 
In 2001, our ticket sales online exceeded $11 million. 


In December 2001, VIA launched reserVIA™, a new, full- 
featured Internet booking system. With reserVIA, our 
customers can plan, book and pay for their train trips 


quickly and easily, online. 


Users have the opportunity to create their customized 
travel profile, indicate their seating preference, make spe- 
cial meal or other service requests and pre-enter their 
Corporate Rate discount code. With this optional profile, 
users are able to make their booking within minutes. More 
than 12,500 users have already registered and built their 
travel profile online. 


Pierre Vézina, 
Senior Attendant, Employee 
Service Centre, Montreal 


SACRE Y : 

Perdis OF EVERYTHING WE DO 
Our new cross-functional approach to managing 
operations has strengthened our commitment to safety 
by integrating that commitment into all aspects of our 
business. The safety and security of those who board our 
trains, and of our employees, is the first priority in every 


decision on the job. 


Our new Safety Management System, which was fully 
implemented in 2001, is the first of its kind for a Cana- 
dian railway. As part of a follow up to implementing the 
system, Transport Canada conducted a review of all safety 
documentation in December, and VIA completed its own 


internal safety audit. Results of these reviews will be 
available in 2002. 


Pierre Brunet, 
Electrician, Montreal Maintenance Centre 


We also set up two new national safety policy committees 
with our unions, the BLE and CAW. These committees will 
provide system-wide policy support to our existing network 
of local and regional health and safety committees. 


Following the events of September 11, VIA introduced new 
security measures, including the abolition of lockers in our 
passenger Stations, better ticket control procedures to limit 
access to boarding platforms, and improved information 
and communications procedures in the event of a security 
alert. In addition, VIA is participating in a new program 
called Risk Watch™, designed to help employees identify and 
respond to potential security problems. 


Mario Lefebvre, 
Mechanic, Montreal Maintenance Centre 


EXTRAORDINARY SERVICE UNDER PRESSURE 
The events in New York and Washington on September 11 
affected transportation systems around the world, inclu- 
ding those in Canada. The shutdown of air traffic created 
an enormous and immediate need to provide alternative 
transportation. For VIA Rail, this meant providing pas- 


senger services during the week Following September 11 


for up to 40% more people in Central Canada, and up to 


70% more in Atlantic Canada. 


Lionel Albert, 
Senior Service Attendant, 
Eastern Services 


VIA pressed all available equipment into service to meet 
the demand, while VIA’s employees responded with 
exceptional determination and professionalism to help 
travellers stranded by events. They acted without hesi- 
tation to do whatever was necessary to keep operations 
running smoothly, while maintaining a safe, reliable service 
for everyone who boarded VIA’s trains. 


Francine Devlin, 
Telephone Sales Agent, Montreal 


Pee CAPITAL 


We made rapid progress implementing our five-year 
capital investment program in 2001. Approved in 2000 with 
$401.9 million in funding from the federal government, 
the capital investment will help VIA respond to the 
growing demand for a more modern, efficient, coast-to- 
coast passenger rail service. It is providing new equipment, 
better tracks and infrastructure, better station facilities, 
improved safety and environmental practices -all as part 
of a truly modern network of services linking communities 
across the country. 


Beers R WRAITLNS, AND MORE OF THEM 
We purchased 139 new state-of-the-art passenger cars in 
December 2000, which will expand our total fleet by one 
third. The cars were delivered for assembly and modifi- 
cations throughout 2001, and the first of the new equip- 
ment —now called the Renaissance cars - was unveiled 
last November. The equipment will be phased into service 


over the next two years. 


We also received 21 new high-speed Genesis locomotives 
from GE. The new locomotives and passenger cars will 


allow us to: 


Chantal Morrissette, 
Senior Service Attendant, 
Western Services 
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> Add new departures, with faster trip times and modern 
equipment, significantly increasing choices for consumers 
in the Quebec City-Windsor Corridor; 


> Expand overnight sleeper services in the Corridor with 
modern, well-appointed equipment suitable for today’s 
business traveller; 


- Introduce new options for travellers on the eastern Canadian 
overnight services between Montreal and Halifax / Gaspé; 


Free up equipment to respond to increased demand on 
the Western transcontinental service. 


Services in regional and remote areas of the country will 
also benefit, as we complete the refurbishment of five 
self-propelled Rail Diesel Cars. The work, which began 
in June, includes a complete overhaul of all mechanical 
systems and car trucks, which will result in a dramatic 
increase in reliability and on-time performance. In addition, 
car interiors, such as carpets, upholstery and seats are 
being completely refurbished to provide improved comfort 
and service to customers. The first of the five cars 
was completed in November. The remaining cars will be 


completed in 2002. 


VIA Rail Canada 


MODERNIZING OUR STATIONS 

Our program to upgrade and modernize passenger station 
facilities proceeded rapidly throughout 2001. In addition 
to implementing a new signage and corporate identity 
program coast to coast, we launched major station invest- 


ment projects, including: 
I 5 


A new station in London, Ontario. The old station was 
torn down in February, and a new, modern facility was 


opened in October. 


- Major station renovations—including new roofs, expanded 
waiting rooms, better lighting, and improved ticketing 
and baggage handling facilities—were started in Oshawa, 
Oakville, Kingston, Kitchener, Brantford, Brockville, 
Quebec City, Moncton and Halifax. 
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> A four-year redevelopment of our busiest passenger 
facility, Toronto’s Union Station. 


Our station improvements program is ongoing, and will 
benefit all of our stations across Canada in the years 
ahead. For example, in the near future we plan to improve 
interior amenities at stations in Windsor, Chatham, Sarnia, 
Woodstock, Brampton, Guelph, St. Catharines and Cobourg. 


Photo: Ken Wightman/London 
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Pauline Mazerolle, 
Senior Service Attendant, 
Eastern Services 


A modern rail infrastructure — the tracks, switches, signals, 
control systems and bridges needed to operate our trains — 
is critical to the safe operation of passenger rail, and to the 
introduction of new and faster train services. 


Infrastructure improvements progressed rapidly on the 
track between Montreal and Ottawa. Known as the 
Alexandria Subdivision, this is one of the few sections of 
track actually owned by VIA, so we have been able to 
move quickly. The majority of the track improvements 
were completed in 2001. The welding of the jointed rail 
also started, and will be completed by mid July. 


Bob McDaniels, 


Service Manager, 


Work on improved signalling systems is also progressing 
on schedule, and will be completed mid-September 2002. 
All work on the Alexandria Subdivision will be ready 
for the introduction of our fall train schedule, and will 
allow us to provide a much faster service between Ottawa 
and Montreal. 


Substantial improvements are also needed for other routes 
in the Quebec City— Windsor Corridor, which will involve 
working closely with the track owner, Canadian National. 
We are currently negotiating an agreement with Canadian 
National to specify the details of what work will be done, 
and when it will be completed. 


Western Services \ 
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SAP iT AUeENVESTMENT UN THEO PURE 

The current capital investment plan will generate tangible 
benefits for Canadian travellers, both in the immediate 
future and in the years ahead. In 2002, new and improved 
stations will be opening. Our new locomotives and 
Renaissance cars will come into service. There will be new 
express trains between Toronto, Montreal and Ottawa, 


with faster schedules. 


In the longer-term, the current investment program is 
designed to stabilize passenger rail service, and ensure 


that we can generate sufficient operating savings to reinvest 


Pierre Nolet, 
Locomotive Engineer boards 
the new VIA locomotive 
=I 


in the ongoing capital projects needed to maintain service 
roughly at current levels. It will not, however, generate 
the funding we need to offer substantially higher levels 
of service beyond the five-year program. 


We know that Canadians want higher levels of service — 
even faster schedules, and more frequent trains. Incre- 
mental improvements to this end are possible, provided 
that we can find new ways to generate the capital needed. 
This may require, for example, new legislation which 
would give VIA Rail options for financing capital impro- 
vement projects which are not available today. 


Vern Zelenewich, 
Senior Service Attendant, 
Western Services 
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Management of the Corporation is responsible for the 
preparation and integrity of the financial statements 
contained in the Annual Report. These statements have 
been prepared in accordance with Canadian generally 
accepted accounting principles and necessarily include 
certain amounts that are based on management’s best 
estimates and judgement. Financial information con- 
tained throughout the Annual Report is consistent with 
that in the financial statements. Management considers 
that the statements present fairly the financial position 
of the Corporation, the results of its operations and its 
cash flows. 


To fulfill its responsibility, the Corporation maintains 
systems of internal controls, policies and procedures to 
ensure the reliability of financial information and the safe- 


guarding of assets. The internal control systems are subject 
to periodic reviews by Samson Bélair / Deloitte & Touche, 
general partnership, as internal auditors. The external 
they Auditon tGeneral jer ‘Canadamanid 
Ernst & Young LLP, have audited the Corporation’s financial 


auditors, 


statements for the year ended December 31, 2001, and 
their report indicates the scope of their audit and their 
opinion on the financial statements. 


The Audit Committee of the Board of Directors, consisting 
solely of outside Directors, meets periodically with the 
internal and external auditors and with management, to 
review the scope of their audits and to assess reports on 
audit work performed. The financial statements have been 
reviewed and approved by the Board of Directors on the 
recommendation of the Audit Committee. 


A Dunes JF 


J.R. Paquette 
Chief Financial Officer 


Marc LeFrancois 
President and 
Chief Executive Officer 


Montreal, Canada 
February 8, 2002 
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Ao TO Res RER ONU 


TH MINISTER OF TRANSPORT 


We have audited the balance sheet of VIA Rail Canada Inc. 
as at December 31, 2001 and the statements of operations 
and retained earnings and cash flows for the year then 
ended. These financial statements are the responsibility of 
the Corporation’s management. Our responsibility is to 
express an opinion on these financial statements based 


on our audit. 


We conducted our audit in accordance with Canadian 
generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and dis- 
closures in the financial statements. An audit also includes 
assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the 
overall financial statement presentation. 
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In our opinion, these financial statements present fairly, in 
all material respects, the financial position of the Corporation 
as at December 31, 2001 and the results of its operations 
and its cash flows for the year then ended in accordance 
with Canadian generally accepted accounting principles. 
As required by the Financial Administration Act, we report 
that, in our opinion, these principles have been applied on 
a basis consistent with that of the preceding year. 


Further, in our opinion, the transactions of the Corpo- 
ration that have come to our attention during our audit of 
the financial statements have, in all significant respects, 
been in accordance with Part X of the Financial Adminis- 
tration Act and regulations, the Canada Business Corpora- 
tions Act and regulations and the by-laws of the Corporation. 


The financial statements for the preceding year were 


audited by the Auditor General of Canada and other 
chartered accountants. 


Sapa ee 


Sheila Fraser, FCA 


Auditor General of Canada 


Crust * ioe LP 


Ernst & Young LLP 


Chartered Accountants 


Montreal, Canada 
February 8, 2002 


Ottawa, Canada 
February 8, 2002 


FINANCIAL STATEMENTS 


AS AT DECEMBER 31 


BALANCE SHEET 


(in thousands) 


Notes 2001 2000 


CURRENT ASSETS 

Cash and cash equivalents 

Accounts receivable, trade 

Accounts receivable, other 

Receivable from the Government of Canada 
Temporary investments 

Materials 


$ 18,441 
4,992 

9,003 

3,096 
395539 
17,031 
92,102 


LONG-TERM ASSETS 
Capital assets 

Asset renewal fund 
Accrued benefit asset 
Other 


CURRENT LIABILITIES 
Accounts payable and accrued liabilities 
Deferred revenue 


480,847 
37,825 
20,717 

539,389 
$ 631,491 


$ 87,329 
_ 
93,420 


LONG-TERM LIABILITIES 
Accrued benefit liability 
Deferred income tax 

Other 


16,554 


5,087 
21,641 


DEFERRED CAPITAL FUNDING 


482,476 


SHAREHOLDER’S EQUITY 
Share capital 

Contributed surplus 

Retained earnings 


9,300 
4,678 
19,976 
33,954 

$ 631,491 


See accompanying notes to financial statements 


On behalf of the Board, 


CA Aa 


Marlene McGraw, CA 
Director and Chairman 
of the Audit Committee 


Teens HE 


Jean Pelletier 
Director and 
Chairman of the Board 
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FINANCIAL STATEMENTS 


EAR ENDED DECEMBER 31 


STATEMENT OF OPERATIONS AND RETAINED EARNINGS 


(in thousands) = Notes 7 rs 2001 
REVENUES 
Passenger $ 234,939 
Other 18,889 
253,828 

EXPENSES 
Compensation and benefits 182,207 
Train operations and fuel 220199 
Stations and property 28,292 
Maintenance material 28,191 
Marketing and sales 25,670 
On-train product costs 15,760 
Operating taxes 11,964 
Employee future benefits 6 (62,127) 
Amortization and losses on write-off 

and disposal of capital assets 47,147 
Other 27,765 

397,068 

Operating loss before funding from the 

Government of Canada and income tax tye 143 2608} 
Operating funding from the Government of Canada 163,293 
Amortization of deferred capital funding 46,980 
Results of operations before income tax 67.033 0 
Income tax expense 7 PO 
Net results of operations for the year 54,021 
Retained earnings (deficit), beginning of year AE 19,976 
Retained earnings, end of year foe 73,997 A 
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See accompanying notes to financial statements 


2000 


S 217,614 


$ 


23,037 
240,651 


172,036 
$3,259 
PASE NPAT 
29,166 
26,734 
15,548 
13156 
(55,673) 


52,216 
33,691 
399,310 


158,659 

170,304 
50,200 
61,845 

918 

60,927 

(40,951) 
19,976 


DRINPONOTA LES TATEMENTS 


YEAK ENDED DECEMBER 31 


SAE NT /OF CASH FLO W:S 


(in thousands) 2001 


OPERATING ACTIVITIES 
Net results of operations for the year S eh AO 2 


Non-cash items relating to operations: 


Amortization of capital assets 46,507 
Losses on write-off and disposal of capital assets 984 
Amortization of investment tax credits (344) 
Amortization of deferred capital funding (46,980) 
Deferred income tax ASIN 
Changes in non-cash working capital 8,149 
Change in other long-term assets (4,067) 
Change in accrued benefit asset (65,508) 
Change in accrued benefit liability (696) 
Change in other long-term liabilities (91) 
Ne ri 2m 
FINANCING ACTIVITIES i Fees 
Capital funding from the Government of Canada 151,742 
Change in capital funding receivable 
from the Government of Canada (5:73) 
ve 00146029 1 
INVESTING ACTIVITIES 
Increase in asset renewal fund (12,134) 
Decrease in temporary investments i 
Acquisition of capital assets (146,742) 
Proceeds from sale of capital assets heehee 
(156,664) 
CASH AND CASH EQUIVALENTS 
Increase (decrease) during the year (6,923) 
Balance, beginning of year NAS Aer 
Balance, end of year $ 11,518 


$$ 18,441 


313 
(44,654) 


14,595 
3,846 


See accompanying notes to financial statements 
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NOTES TO FINANCIAL STATEMENTS 


EPCEMBER S15 20104 


LR UT HOUR ET AND OBJECTIVES 

VIA Rail Canada Inc. is a Crown corporation named in 
Part I of Schedule III to the Financial Administration Act. 
It was incorporated in 1977, under the Canada Business 
Corporations Act. The Corporation’s vision is to be the best 
passenger transportation company in Canada with a mission 
to provide safe, high-quality and low-cost passenger service. 
The Corporation uses the roadway infrastructure of other rail- 
way companies and relies on them to control train operations. 
The Corporation is not an agent of Her Majesty and is subject 
to income taxes. 


2ee AG COW N tel G. (PON FO RES 

These financial statements have been prepared by mana- 
gement in accordance with Canadian generally accepted 
accounting principles. The significant accounting policies 
followed by the Corporation are summarized as follows: 


A) FUNDING FROM THE 

GOVERNMENT OF CANADA 
Operating funding, which pertains to services, activities and 
other undertakings of the Corporation for the management 
and operation of railway passenger services in Canada, is 
recorded as income. The amounts are determined on the 
basis of operating costs less commercial revenues exclu- 
ding employee future benefits and non-cash transactions 
relating to capital assets and deferred income tax, and 
are based on the operating budget approved by the 
Government of Canada for each year. 
Funding for depreciable capital assets is recorded as 
deferred capital funding on the Balance Sheet and is amor- 
tized on the same basis and over the same periods as the 
related capital assets. Upon disposition of the funded 
depreciable capital assets, the Corporation recognizes into 
income all remaining deferred capital funding related to 
these capital assets. Funding for non-depreciable capital 
assets is recorded as contributed surplus. 
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B) CASH EQUIVALENTS 

Cash equivalents include highly liquid investments pur- 
chased three months or less from maturity and are stated 
at cost, which approximates market value. 


Cc) REVENUE RECOGNITION 

Revenues earned from passenger transportation are 
recorded as services are rendered. Amounts received for 
train travel not yet rendered are included in current 
liabilities as deferred revenues. 


D) FOREIGN CURRENCY TRANSLATION 
Accounts in foreign currencies are translated using the 
temporal method. Under this method, monetary balance 
sheet items are translated at the exchange rates in effect at 
year-end. Gains and losses resulting from the changes in 
exchange rates are reflected in the statement of operations 
and retained earnings. 

Foreign currency revenues and expenses are translated at the 
exchange rate in effect on the dates of the related transactions. 


E) MATE RUAIS 

Materials, which are valued at the lower of weighted average 
cost and replacement cost, consist primarily of items used 
for the maintenance of rolling stock. An allowance for 


obsolescence is provided for materials. 


F) CAPITAL ASSETS 

Capital assets acquired from Canadian National Railway 
and Canadian Pacific Limited at the start of operations in 
1978 were recorded at the net transfer values while sub- 
sequent acquisitions, including those acquired under 
capital leases, are recorded at cost. 

The costs of refurbishing and rebuilding rolling stock and 
costs associated with other capital asset upgrading are 
capitalized if they are incurred to improve the service value 
or extend the useful lives of the capital assets concerned; 
otherwise, such costs are expensed as incurred. 

Retired assets are written down to their net realizable value. 


MIGTES TO FINANCIAL STATEMENTS 


MSA) QEGEMIBER 3, 2:0'0\1 


Pa Ow NING POLICIES (CON TD) 

F) CAPITAL ASSETS (CONT’D) 

Amortization of capital assets is calculated on a straight- 
line basis at rates sufficient to write off the cost of capital 
assets, less their residual value, over their estimated useful 
lives, as follows: 


Rolling stock 12 to 29 years 


Maintenance buildings 25 years 

20 years 
5 to 40 years 
5 to 20 years 
4 to 15 years 


Stations and Facilities 
Infrastructure improvements 
Leasehold improvements 
Machinery and Equipment 
Information systems 3to 7 years 


3 to 10 years 


Other assets uy 


No amortization is provided for projects in progress and 
retired assets. 


G) INCOME TAX 

The Corporation follows the future income tax method 
of accounting for income taxes. 

Under the future method, the change in the net deferred 
income tax asset or liability is included in income. 
Deferred income tax assets and liabilities are measured 
using substantively enacted tax rates expected to apply to 
taxable income in the years in which temporary differences 
are expected to be recovered or settled. 


H) INVESTMENT TAX CREDITS 

Investment tax credits are amortized over the estimated 
useful lives of the related capital assets. The amortization 
of deferred investment tax credits is recorded as a reduc- 
tion of the amortization of capital assets. These credits are 


included in other long-term liabilities. 


1) EMPLOYEE FUTURE BENEFITS 

The Corporation accrues obligations under its employee 
future benefit plans and has adopted the following policies: 
The cost of pension and other employee future benefits 


earned by employees is actuarially determined using the 
projected benefit method prorated on service and manage- 
ment’s best estimate of expected plan investment perfor- 
mance, salary escalation, retirement ages of employees and 
expected health care costs. 

Amortization of past service costs and transition assets and 
liabilities is calculated on a straight-line basis over the 
expected average remaining service lives of the active 
employee groups. 

For the purpose of calculating the expected return on plan 
assets, those assets are valued at fair value. 

The excess of the net actuarial gain or loss over 10% of 
the greater of the benefit obligation and the fair value of 
plan assets in any one year are amortized over the average 
remaining service lives of active employees which is esti- 
mated to be mostly 13 to 14 years depending on the plan. 


J) VIA PREFERENCE PROGRAM 

The incremental costs of providing travel awards under the 
Corporation’s VIA Préférence frequent traveller reward pro- 
gram are accrued as the entitlements to such awards are earned 
and are included in accounts payable and accrued liabilities. 


K) FINANCIAL INSTRUMENTS 

The estimated fair value of the recognized financial instru- 
ments, except for the asset renewal fund and temporary 
investments, approximates their carrying value due to their 
current nature. 

The temporary investments are carried at the lower of 
cost and market. 

The asset renewal fund is carried at cost. 


L) MEASUREMENT UNCERTAINTY 

The preparation of financial statements in conformity 
with Canadian generally accepted accounting principles 
requires Management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities, 
disclosure of contingent assets and liabilities and the 
reported amounts of revenues and expenses. Actual results 
could differ from these estimates. 
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NOTES TO FINANCIAL STATEMENTS 


AS fr DECEMBER 4 2001 


Se RECON GALIATHONGO Fe NIE ORE SU IETRSR D PHIONPERFANTAIQNES 

TO GOVERNMENT FUNDING BASTS 
The Corporation receives its funding from the Government of Canada based primarily on cash flow requirements. 
Items recognized in the Statement of operations and retained earnings in one year may be funded by the Government 
of Canada in different years. Accordingly, the Corporation has different net results of operations for the year on a 
government funding basis than on a Canadian generally accepted accounting principles basis. These differences 


are outlined below: 


(in millions of dollars) 2001 2000 


Net results of operations for the year = ; 54.0 60.9 
Items not requiring (not providing) operating funds: ce | 
Amortization and losses on write-off and disposal of capital assets | 


excluding amortization of investment tax credit 47.5 52.6 
Amortization of deferred capital funding (47.0) (50.2) 
Employee future benefits (62.1) (5587) 
Previous years’ lease expenses funded in the current year (0.3) (3.6) 
Deferred income tax a - 
Adjustment for accrued compensation 0.7 LZ 

Payment of prior years’ reorganization charges (4.3) (5.3) | 
Operating funding surplus for the year 7 ey: ai 0.4 | 


ACA GA ASS ES Ets 


(in millions of dollars) 2001 2000 
Accumulated Accumulated 
Cost Amortization Net Cost Amortization Net 
Land US. A us 0 47 Ae ga a 
Rolling stock 574.3 293.6 280.7 5052 284.2 2210 
Maintenance buildings 160.7 94.9 65.8 160.1 89.0 AE 
Stations and Facilities 34.7 1738 16.9 34.5 16.0 Ui pene | 
Infrastructure improvements 100.1 36.7 63.4 94.9 34.2 60.7 
Leasehold improvements 911 67.6 23.5 90.1 63.3 26.8 
Machinery and Equipment 29.6 24.1 ne) 28.9 22.8 6.1 
Information systems 66.2 61.2 5.0 60.3 SR) 6.4 | 
Other assets 18.9 18.7 0.2 18.8 18.7 Ds 
__1,080.6 614.6 466.0 997.5 582.1 415.4 
Projects in progress 91.6 43.8 
Retired assets (at net realizable value) 20.3 21.6 
Vie 480.8 


Projects in progress as at December 31, 2001, primarily consist of rolling stock for $58.9 million and improvements 
to infrastructure and stations for $29.5 million. 
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NOTES TO FINANCIAL STATEMENTS 


ome IE CE MBER 31, 02001 


Beever ORARY INVESTMENTS AND ASSET RENEWAL FUND 

The Corporation has been authorized by the Treasury Board of the Government of Canada to segregate proceeds from 
the sale or lease of surplus assets as well as the operating savings resulting from the rationalization of its maintenance 
activities, in a manner which ensures that these funds are retained for future capital projects. 

The temporary investments and asset renewal fund include the following investment instruments: 


(in millions of dollars) 2001 2000 
Government of Canada bonds Oe en Dont 21.2 | 
Other Canadian bonds and debentures Wut 1341 10.6 TKS 
Pooled equity unit trust 49.5 45.6 38.1 41.7 
Cash and short-term investments 8.5 9.8 9.5 9.5 | 
Balance, end of year ESS ct Seul 77.3 «83.9 | 
Represented by: j CG an AR | 

Temporary investments 398 395 Bo 42.9 

Asset renewal fund 50.0 49.2 37.8 41.0 

ae 773 83.9 


The temporary investments represent the amount that the Treasury Board has approved to fund operating deficits and 
certain capital-assets while the balance of the asset renewal fund represents the funds that are retained for future 
investments in capital assets. 

The weighted average effective rate of return on bonds and short-term investments for 2001 was 5.82% (2000: 6.04%) 
and the weighted average term to maturity for 2001 was 12 years (2000: 10 years). 

The fair value of bonds, pooled equity unit trust and short-term investments is equivalent to the market value based on the 
current bid price at the balance sheet date. 

The Corporation is subject to credit risk from its holdings of temporary investments and the asset renewal fund. 
The Corporation minimizes its credit risks by adhering to the Minister of Finance of Canada Financial Risk Management 
Guidelines for Crown Corporations and the Corporate Investment Policy and by investing in high quality financial instruments. 
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NOTES TO FINANCIAL STATEMENTS 


At DECEMBER “s1 2 Ot 


6, EMPLOYEE FUTURE BENGE Ts 

The Corporation provides defined benefit pension plans, post retirement and post-employment benefits to all its perma- 
nent employees. 

Included in other benefit plans are expenses incurred by the Corporation relating to workers’ compensation, post-retirement 
and post-employment benefits and network restructuring charges. 

The latest actuarial valuations of the pension plans were carried out as at December 31, 1998 by external actuaries who are 
members of the Canadian Institute of Actuaries. 

Based on these actuarial valuations and projections to December 31, 2001, the summary of the principal valuation results, 
in aggregate, is as follows: 


A) CHANGE IN BENEFIT OBLIGATION: 


Pension Plans Other Benefit Plans 
(in millions of dollars) 2001 2000 2001 i 2000 
Accrued benefit obligation at beginning of year 1,000.5 D 1,012.8 | 24.6 el 24.7 
Impact of plan amendments A 1 ~ _ 0.6 ih fh - 
Current service cost 3 972 j 9.4 315 ii sal | 
Employees’ contributions 8.1 729 sti - | 
Interest cost 69:07 71.8 a ie 1.8 
Benefits paid (one) (68.1) (as) (4.5) 
Actuarial (gain) loss ee DONS a (33.3) eat sam (0.5) | 
Accrued benefit obligation at end of year __ Bee, 1,000.5 ei Ae 24.6 | 
B) CHANGE IN PLAN ASSETS: 
Pension Plans Other Benefit Plans 
(in millions of dollars) 2001 2000 2001 2000 
Market value of plan assets at beginning of year DAS 146s) DONNE = 
Actual return on plan assets (61.2) 71.8 ~ onl 
Employer contributions . Le 48 4.5 | 
Employees’ contributions 8.1 7.9 a = | 
Benefits paid (6513) (68.1) (4.8) (4.5) 
Market value of plan assets at end of year 144007 0 1,428.1 DÉSIR € 
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BIOS 10 FINANCIAL STATEMENTS 


ASA TE GeWB EIR 31, 20°04 


Saeveeeoree PUTO RE BENEFITS (CONT ’ D) 
C) FUNDED STATUS: 


À Pension Plans Other Benefit Plans 
(in millions of dollars) 2001 2000 2001 2000 
Funded status - plan surplus (deficit) Fo aia 427.6 TAN (24.6) 
Unamortized net actuarial loss (gain) 6.0 (0.5) 
Unamortized past service costs = = 
Unamortized transitional obligation (asset) (412.9) eZ 
Network restructuring accrual = (10.6) 
Accrued benefit asset (liability) at end of year 20.7 (16.5) 
D) NET PENSION EXPENSE (INCOME): 

| Pension Plans Other Benefit Plans 

{in millions of dollars) 2001 2000 2001 2000 
Current service cost FIN aU _ 94 sie. i 31 
Interest cost 71.9 1.8 
Expected return on plan assets (11122) - 
Amortization of transitional obligation (asset) (3255) 25 
Amortization of past service costs = = 
Benefits paid and expensed by the employer - (4.5) 
Adjustment of the network restructuring accrual = 3.8 
Net pension expense (income) ie (62.4) 6.7 
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NOTES TO FINANCIAL STATEMENTS 


AT DECEMBIER 31, 20:01 


6.EMPLOYEE FUTURE BENEFITS CEO Ds) 
E) WEIGHTED-AVERAGE ASSUMPTIONS: 


Pension Plans Other Benefit Plans 
2001 2000 2001 2000 
Discount rate i ht ONE SS 70% DEP 0% 
Expected long-term rate of return on plan assets 80% 8.0% ii 4 ae wh — 
Rate of compensation increase CAT 27 | 3.5% 3.5% | 


Health care benefits included in other benefit plans are measured using the Canadian Consumer Price Index (CPI) 
plus 7.0%. The rate was assumed to decrease gradually to CPI plus 1.0% over 7 years and remain at that level thereafter. 
The Corporation did not contribute to the pension plans in 2001 and 2000 since the plans were in a surplus position and 


as such the Corporation has a contribution holiday. 


Pie OME OT AX 

The Corporation has unused tax losses in the amount of $22.1 million of which $9.6 million will expire in the year 2005, 
$9.5 million will expire in the year 2007 and $3.0 million will expire in the year 2008 the benefit of which has been recorded. 
The income tax expense is represented by the large corporation tax of $1.3 million (2000: $1.3 million) and the deferred 
income tax expense of $11.7 million (2000: nil). The year 2000 income tax expense also included an income tax recovery 
of $0.4 million. 


8 DEF ERREDe GAP ITAL eu ND hNG 


(in millions of dollars) 2001 2000 
Balance, beginning of year : | TNA | 42 100 
Government funding for depreciable capital assets 151.8 45.9 | 
Government funding for land investment transferred to contributed surplus (0.3) (0.4) 
Amortization of deferred capital funding (47.0) (50.2) | 
Balance, end of year 5869 cas 482.4 | 


PS ARE CAPITA L 


The authorized share capital of the Corporation is comprised of an unlimited number of common shares with no par value. 
As at December 31, 2001 and 2000, 93,000 shares at $100 per share are issued and fully paid. 


NOTES TO FINANCIAL STATEMENTS 


Ae ie CE NMI BIER 31, 2/1007 


LOC OMMITMENTS 


a) The future minimum (in millions of dollars) 


payments relating to 2002 ire 
operating leases mainly 2003 90. 
for real estate and com- 2004 716: 
puter equipment are as 2005 7:64 
follows: 2006 7.8 
Subsequent 
years up | | 
to 2049 1340 
176.0 


b) As at December 31, 2001, the Corporation has outstanding 
purchase commitments amounting to $59.2 million 
consisting mainly of rolling stock and infrastructure 
related projects. 


c) The Corporation has entered into train service agree- 
ments for the use of tracks and control of train operations 
expiring up to December 31, 2008. 


d) The Corporation has issued letters of credit totalling 
approximately $20.4 million (2000: $9.4 million) to 
various provincial government workers’ compensation 
boards as security for future payment streams. 


Peet NANG LAL INS FTRUMENTS 

The corporation has entered into swap contracts as a means 
of stabilizing the price of diesel fuel purchases. 

The Corporation has hedged approximately 36.2% of the 
estimated 2002 fuel consumption and 34.3% of the estima- 
ted 2003 fuel consumption. This represents approximately 
14.1 million U.S. gallons at an average price of $0.69 U.S. 
per U.S. gallon. Unrealized losses from the Corporation fuel 
hedging activities were $1.9 million (2000: $0.7 million) 


Gains and losses realized on these financial instruments are 
recorded in the same category as the underlying items hedged. 
The Corporation is exposed to credit risk in the event of 
non-performance by the counterparty to its derivative 
financial instruments but does not expect such non- 
performance as the counterparty is of high credit quality. 


12. RELATEDeRA Rayo RAINS ACT LOINS 
The Corporation is related in terms of common ownership 
to all Government of Canada created departments and 
agencies, and enters into transactions with these entities 
in the normal course of business on trade terms applicable 
to all individuals and enterprises and are recorded at 
exchange value. 


13 AC'ONIT ENIGENIQUES 

The Corporation is subject to claims and legal proceedings 
brought against it in the normal course of business. Such 
matters are subject to many uncertainties. Management 
believes that adequate provisions have been made in the 
accounts where required and the ultimate resolution of 
such contingencies will not have a material adverse effect 
on the financial position of the corporation. 


140 REGLAS STR C AsO 

The comparative financial statements have been reclassified 
from statements previously presented to conform to the 
presentation of the 2001 financial statements. 
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